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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Depart- 
ment of  Natural  Resources  and  Conservation,  the  Department  of  Adminis- 
tration and  the  Department  of  Military  Affairs  are  included  in  the  back 
of  this  report. 
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Deposit  directly  to  the  appropriate  account  all 

identifiable  revenue  received.  11 

Agency  Reply:   Concur.   See  page  63. 

Seek  legislation  to  permit  the  deposit  of  fire  protection 
revenue  collected  by  county  treasurers  directly  to  the 
earmarked  revenue  fund.  12 

Agency  Reply:   Concur.   See  page  64. 

Discontinue  extensive  copying  of  checks  received.  12 

Agency  Reply:   Concur.   See  page  64. 

Determine  the  appropriate  disposition  of  the  unidentified 
cash  balance  in  the  forestry  clearance  account  and  the 
shortage  in  the  Helena  clearance  account;  if  the  proper 
disposition  cannot  be  determined  by  reviewing  prior 
activity,  seek  legal  assistance  as  to  the  proper 
disposition  of  these  balances.  12 

Agency  Reply:   Concur.   See  page  64. 

Record  revenue  as  it  is  received  by  depositing  all 
identifiable  revenue  directly  to  the  appropriate 
account.  14 

Agency  Reply:   Concur.   See  page  65. 

Discontinue  making  non-budgeted  expenditures  from  the 

federal  and  private  grant  clearance  fund.  14 

Agency  Reply:   Do  not  concur.   See  page  65. 

Minimize  the  balances  contained  in  the  federal  and 

private  grant  clearance  accounts  at  year-end.  14 

Agency  Reply:   Concur.   See  page  66. 
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Incorporate  into  SBAS  processing  an  edit  prohibiting 
operating  expenditures  from  the  federal  and  private 
grant  clearance  fund. 

Department  of  Administration  Reply:   Concur.   See  page  79. 

Record  all  money  in  a  cash  log  at  the  time  it  is 
received. 

Agency  Reply:   Concur.   See  page  66. 


Separate  the  duties  of  recording  the  incoming  money 
and  making  the  entries  on  the  department's  records. 

Agency  Reply:   Concur.   See  page  66. 

Restrictively  endorse  negotiable  instruments  at  the 
time  of  initial  receipt. 


Take  the  action  necessary  to  see  that  water  user 
associations'  payments  are  based  on  accurate 
measurements. 

Agency  Reply:   Concur.   See  page  68. 
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Reconcile  the  money  recorded  in  the  cash  log  to  the 

money  deposited.  ^° 

Agency  Reply:   Concur.   See  page  66. 
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18 


Agency  Reply:   Concur.   See  page  66. 

Deposit  moneys  in  local  banks  as  prescribed  by  the 

Montana  Administrative  Manual.  18 

Agency  Reply:   Concur.   See  page  66. 

Record  notes  payable  and  notes  and  accounts  receivable 

in  its  formal  accounting  records.  21 

Agency  Reply:   Concur.   See  page  67. 

Reevaluate  the  feasibility  of  using  data  processing  to 

bill  and  record  accounts  and  notes  receivable.  21 

Agency  Reply:   Concur.   See  page  67. 

Charge  interest  for  late  payments  on  water  contracts,  21 

Agency  Reply:   The  department  appears  to  concur. 
See  page  67. 
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Establish  appropriate  cost  rates,  apply  them  to  water 
contracts,  and  collect  reimbursement  for  indirect  as 
well  as  direct  costs  on  water  user  contracts.  24 

Agency  Reply:   Do  not  concur.   See  page  68. 

Base  payroll  cost  distribution  upon  actual  hours.  26 

Agency  Reply:   Concur.   See  page  69. 

Distribute  benefit  and  leave  costs  based  on  a 

percentage  of  salaries  expense.  27 

Agency  Reply:   Concur.   See  page  69. 

Separate  the  payroll  preparation  from  warrant 
distribution  and  W-2  form  distribution 
responsibilities.  27 

Agency  Reply:   Concur.   See  page  70. 

Withhold  state  income  tax  from  pick-up  fire  fighters' 
wages  or  seek  an  exemption  from  the  Department  of 
Revenue  for  these  employees'  wages.  28 

Agency  Reply:   Concur.   See  page  70. 

Seek  a  formal  determination  for  the  Social  Security 
Administration  and  the  Internal  Revenue  Service  as 
to  the  department's  responsibility  for  withholding 
taxes  on  pick-up  fire  fighters'  wages.  28 

Agency  Reply:   Concur.   See  page  70. 

Require  the  personnel  officer  to  review  all  beginning 
employment  forms,  screen  all  new  employment,  and 
review  all  pay  rate  changes.  30 

Agency  Reply:   Concur.   See  page  71. 

Require  the  personnel  officer  to  maintain  complete 

personnel  files.  30 

Agency  Reply:   Concur.   See  page  71. 

Record  sick  leave  according  to  the  requirements  of 

the  Montana  Administrative  Manual.  31 

Agency  Reply:   Concur.   See  page  71. 
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Adjust  employee  leave  records  to  reflect  correct  leave 

balances.  31 

Agency  Reply:   Concur.   See  page  71. 

Execute  written  contracts  for  all  professional  service 

agreements  entered  into  by  the  department.  32 

Agency  Reply:   Concur.   See  page  72. 

Require  sufficient  documentation  supporting  all  claims 
to  provide  assurance  that  actual  expenditures  have 
been  made.  32 

Agency  Reply:   Concur.   See  page  72. 

Retain  outside  legal  counsel  only  to  obtain  specific 

expertise  not  available  in  the  department's  staff.  34 

Agency  Reply:   Concur.   See  page  73. 

Develop  as  much  expertise  in  its  legal  staff  as 

necessary  to  meet  recurring  departmental  needs.  34 

Agency  Reply:   Concur.   See  page  73. 

Correct  the  cash  receipt  and  disbursement  internal 

control  weaknesses  described  above.  36 

Agency  Reply:   Concur.   See  page  74. 

Use  state  warrants  for  travel  advances  whenever 

possible.  36 

Agency  Reply:   Do  not  concur.   See  page  74. 

Reimburse  its  contingent  revolving  accounts  on  a 
monthly  basis  or  when  the  account  balance  is  not 
sufficient  to  meet  current  needs.  36 

Agency  Reply:   Do  not  concur.   See  page  74. 

Administer  travel  regulations  in  accordance  with  the 

Montana  Administrative  Manual.  37 

Agency  Reply:   Concur.   See  page  75. 
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Recall  all  travel  purchase  order  books,  maintain 
physical  control  of  the  books  in  one  location  and 
provide  tickets  as  needed  for  all  divisions  of  the 
department.  38 

Agency  Reply:   Concur.   See  page  75. 

Properly  secure  its  postage  meter  when  it  is  not 

in  use.  38 

Agency  Reply:   Concur.   See  page  75. 

Develop  a  system  for  obtaining  proper  support  for  all 

bills  which  are  subject  to  reimbursement.  41 

Agency  Reply;   Concur.   See  page  76. 

Accumulate  proper  documentation  for  all  costs  claimed 

as  reimbursable.  42 

Department  of  Military  Affairs  Reply:   Concur.   See 
page  80. 

Determine  the  cost  of  growing  trees  and  use  this  cost 
in  developing  a  sales  price  and  book  inventory  value 
for  tree  inventory.  43 

Agency  Reply:   Concur.   See  page  77. 

Comply  with  the  provisions  of  Management  Memorandum 
70-17  by: 

A.  Maintaining  current  inventory  records,  on  the 
cost  basis,  for  all  fixed  assets  costing  $100 
or  more;  and 

B.  Conducting  annual  physical  inventories,  by 
employees  independent  of  the  physical  control 

and  recordkeeping  functions.  45 

Agency  Reply:   Concur.   See  page  78. 

Include  all  fixed  assets  in  the  inventory  records 

and  their  value  in  formal  accounting  records.  45 

Agency  Reply:   Concur.   See  page  78. 
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Include  the  location  of  inventory  items  in  the 
records  and  require  written  transfer  forms  for 
adjusting  the  records.  45 

Agency  Reply:   Concur.   See  page  78. 

Complete  the  title  transfer  for  the  state  forest 

tree  nursery  land  as  soon  as  possible.  46 

Agency  Reply:   Concur.   See  page  78. 

Review  the  need  for  providing  housing  to  nonstate 
and  department  employees  and  charge  rent  based 
on  the  value  of  housing  provided.  48 

Agency  Reply:   Concur.   See  page  78. 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  The  Department  of  Natural  Resources 
and  Conservation  as  of  June  30,  1975,  and  the  related  statements  of  revenue 
compared  to  revenue  estimates,  expenditures  compared  to  appropriations,  and 
changes  in  fund  balances  for  the  year  then  ended.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances,  except  as  indicated  in  the  following 
paragraphs. 

As  described  on  page  43  of  this  report,  the  condition  of  the  department's 
accounting  records  relating  to  fixed  assets  was  such  that  we  were  unable  to 
perform  certain  auditing  tests  and  procedures  which  we  deemed  necessary  to 
comply  with  generally  accepted  auditing  standards.   Subsidiary  records  for  land, 
buildings  and  equipment  are  not  maintained.   Accordingly,  a  statement  of  fixed 
assets,  required  by  generally  accepted  accounting  principles,  is  not  included  in 
the  financial  statements. 

The  department  did  not  record  revenue  received  during  fiscal  year  1974-75 
in  a  manner  to  permit  our  conducting  certain  tests  and  procedures  which  we 
deemed  necessary  to  comply  with  generally  accepted  auditing  standards.   This 
matter  is  further  described  on  page  6  of  this  report.   Because  of  the  condition 
of  the  revenue  accounting  records,  we  do  not  express  an  opinion  on  the  statement 
of  revenue  compared  to  revenue  estimates. 
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At  June  30,  1975  and  June  30,  1974  the  department  held  $602,833  and  $685,323, 
respectively,  in  clearing  accounts  of  the  Federal  and  Private  Grant  Clearance 
Fund.   These  amounts  should  have  been  reported  as  revenue  in  the  years  collected. 
The  department's  accounting  methods  resulted  in  an  $82,490  overstatement  of 
revenue  for  fiscal  year  1974-75.   The  $602,833  in  cash,  which  constituted  the 
clearing  account  balance  at  June  30,  1975,  belonged  primarily  in  the  Earmarked 
Revenue  Fund  and  the  Federal  and  Private  Revenue  Fund.   The  department's  presen- 
tation of  this  cash  balance  in  the  Federal  and  Private  Grant  Clearance  Fund  signi- 
ficantly misstates  the  reported  cash  amounts  in  the  three  funds  at  June  30,  1975. 
As  described  on  page  18  of  this  report,  the  department's  official  accounting 
records  for  the  General  Fund  do  not  present  an  estimated  $52,000  in  water  projects 
accounts  receivable.   The  accounts  also  do  not  include  approximately  $3,787,000 
in  General  Fund  long-term  contracts  receivable  relating  to  water  projects. 
Additionally,  the  balance  sheet  does  not  include  water  project  notes  receivable 
of  approximately  $405,000  in  the  General  Fund  and  approximately  $467,000  in  the 
Federal  and  Private  Revenue  Fund.   The  offsetting  reserves,  in  like  amounts,  are 
also  missing  for  each  of  these  receivables. 

At  June  30,  1975,  the  department  was  due  $40,545  as  reimbursement  of  expenses 
incurred  during  prior  years  in  fighting  disaster  qualified  fires  of  the  1973 
fire  season  (see  page  38  of  this  report).   This  amount  and  an  equal  reserve  for 
the  receivable  were  not  recorded  in  the  department's  official  accounting  records 
at  June  30,  1975. 

The  department's  accounting  records  improperly  report  notes  payable  to  the 
federal  government  of  $87,536  in  the  Federal  and  Private  Grant  Clearance  Fund. 
The  total  amount  of  these  notes  payable  should  be  approximately  $467,000,  and 
the  entire  amount  is  a  liability  of  the  Federal  and  Private  Revenue  Fund.   These 
accounting  errors  significantly  misstate  the  fund  balances  of  the  Federal  and 
Private  Grant  Clearance  Fund  and  the  Federal  and  Private  Revenue  Fund. 
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As  described  on  page  42  of  this  report,  trees  grown  by  the  department  for 
resale  are  not  reported  as  assets  on  the  department's  official  accounting  records. 
Although  we  were  unable  to  determine  the  dollar  amount  involved,  we  believe  that 
the  amount  and  its  related  reserve  are  significant  to  the  department's  Earmarked 
Revenue  Fund  balance  sheet. 

The  department  made  expenditures  from  the  Federal  and  Private  Grant  Clearance 
Fund  which  properly  belonged  to  the  Federal  and  Private  Revenue  Fund,  overstating 
expenditures  by  $120,612  in  the  first  fund  and  understating  expenditures  by 
$120,612  in  the  second  fund.   This  matter  is  further  described  on  page  12  of 
this  report. 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed  above,  the 
balance  sheet  and  the  statement  of  changes  in  fund  balances  do  not  present 
fairly  the  department's  financial  position  as  of  June  30,  1975,  and  the  changes 
in  fund  balances  for  the  year  then  ended.   In  our  opinion,  except  for  the  expen- 
ditures described  in  the  immediately  preceding  paragraph,  the  statement  of 
expenditures  compared  to  appropriations  presents  fairly  the  department's  expen- 
ditures for  fiscal  year  1974-75,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the  preceding  year. 

The  accompanying  Statement  of  Expenditures  by  Object  is  not  necessary  for  a 
fair  presentation  of  the  financial  statements  but  is  presented  as  supplemental 
information.   This  information  has  been  subjected  to  the  tests  and  other  auditing 
procedures  applied  in  our  examination  of  the  financial  statements,  and  in  our 
opinion,  except  as  described  above,  is  fairly  stated  in  all  material  respects  in 
relation  to  the  financial  statements  taken  as  a  whole. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

April  30,  1976 


-3- 


COMMENTS 
GENERAL 

The  legislature  created  the  Department  of  Natural  Resources  and 
Conservation  by  the  Executive  Reorganization  Act  of  1971.   The  depart- 
ment assumed  those  duties  formerly  assigned  to  the  State  Forester,  the 
Montana  Grass  Conservation  Commission,  the  State  Soil  Conservation 
Committee,  and  the  Montana  Water  Resources  Board.   The  act  also  placed 
the  Board  of  Oil  and  Gas  Conservation  within  the  department  for  adminis- 
trative purposes,  and  gave  the  board  authority  to  hire  its  own  personnel. 
However,  pursuant  to  the  Executive  Reorganization  Act  and  directives 
issued  thereunder,  the  department  is  responsible  for  and  has  the  authority 
to  supervise  and  direct  the  budgeting,  recordkeeping,  reporting,  and 
related  administrative  and  clerical  functions  of  the  board. 

The  department  uses  six  divisions  to  administer  13  programs.   These 
divisions  consist  of  Centralized  Services,  Oil  and  Gas  Conservation, 
Conservation  Districts,  Water  Resources,  Forestry,  and  Energy  Planning. 

The  Centralized  Services  Division  provides  administrative  services 
for  the  other  divisions.  These  services  include  accounting,  budgeting, 
personnel,  payroll,  public  information,  and  legal  assistance. 

The  Oil  and  Gas  Conservation  Division  plans  and  promotes  the 
prevention  of  wasteful  or  harmful  practices  in  the  recovery  of  oil  and 
gas  resources. 

The  Conservation  Districts  Division  administers  Montana  laws 
related  to  rangeland  management,  grazing  districts,  watershed  plannings, 
and  conservation  districts  within  the  Local  Grazing  Districts  Program 
and  the  Conservation  Districts  Program. 

The  Water  Resources  Division  administers  the  Montana  water  rights 
law,  provides  engineering  services  for  state  owned  as  well  as  private 
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water  projects,  collects  facts  about  the  state's  river  basins,  and  plans 
long-range  interstate  and  intrastate  use  of  Montana's  water  resources. 
The  employees  of  the  Floodways  Management  Program,  the  Water  Rights 
Program,  the  Water  Engineering  Program,  the  Water  Resources  and  Planning 
Program  and  the  High  Plains  Cooperative  Program  perform  these  duties  in 
the  division. 

The  Forestry  Division  supervises  forest  management  practices  on 
state  and  private  forest  land  and  provides  protection  from  fire  damage 
to  this  same  land  within  the  Forest  Management  Program,  the  Fire  Pro- 
tection Program  and  the  Institutional  Forest  Work  Program. 

The  Energy  Planning  Division  conducts  and  coordinates  studies  of 
the  probable  environmental,  social  and  economic  impact  of  proposed 
utility  facilities  and  encourages  public  involvement  in  utility  siting 
evaluations. 

The  following  table  illustrates  the  size  of  each  of  the  depart- 
ment's programs  at  fiscal  year  ended  June  30,  1975. 


Division  Program 
Centralized  Services  Division 
Oil  and  Gas  Conservation  Division 
Conservation  Districts  Division 

Local  Grazing  Districts  Program 

Conservation  Districts  Program 
Water  Resources  Division 

Floodways  Management  Program 

Water  Rights  Program 

Water  Engineering  Program 

Water  Resources  and  Planning  Program 

High  Plains  Cooperative  Program 
Forestry  Division 

Forest  Management  Program 

Fire  Protection  Program 

Institutional  Forest  Work  Program 
Energy  Planning  Division 
Debt  Payment  Not  Classified  by  Program 
Totals 


Employees 

(FTE) 

Exp( 
$ 

enditures 

37 

560,403 

13 

232,470 

3 

36,144 

2 

103,014 

2 

37,122 

44 

566,288 

22 

477,682 

18 

396,047 

2 

63,520 

54 

883,818 

83 

2 

,310,489 

4 

60,361 

32 

1 

,125,218 

— 

18,640 

316 

$6. 

,871,216 
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The  department's  main  offices  are  located  in  Helena,  and  the  forestry 
division  office  is  located  in  Missoula.   Forestry  employees  are  located 
in  many  field  offices  around  the  state.   Oil  and  gas  division  employees 
are  located  in  Shelby,  Glendive  and  Billings.   There  are  water  resources 
division  employees  in  Billings,  Hamilton,  and  Miles  City. 

The  department  uses  the  Statewide  Budget  and  Accounting  System 
(SBAS)  to  keep  its  financial  records,  with  the  exception  of  the  water 
projects  records  for  assets  and  liabilities,  which  the  department  main- 
tains manually. 
REVENUE 

The  department  reported  collections  of  approximately  $3,300,000  for 
fiscal  year  1974-75  for  the  various  services  it  provides.   The  financial 
statements  identify  the  various  types  of  revenue  included  in  this  total. 
(See  page  51.)   In  addition  to  the  reported  revenue,  at  year  end  the 
department  had  collected  approximately  $603,000  which  it  did  not  report 
as  revenue  in  the  accounting  records.   The  department's  revenue  collection 
and  recording  procedures  resulted  in  this  revenue  not  being  reported  at 
year  end.   The  department's  procedures  are  described  below  in  general, 
with  specific  problems  discussed  in  the  following  report  sections. 

The  principal  revenue  collection  locations  are  the  main  office  in 
Helena  and  the  state  forester's  office  in  Missoula.   In  addition,  oil 
and  gas  field  employees  and  district  forest  offices  collect  revenue  and 
send  it  to  these  main  offices  for  deposit.   The  Helena  office  receives 
money  through  the  mail  and  directly  from  individuals  for  water  rights 
recording  fees,  water  project  contract  payments,  water  use  and  grazing 
assessments,  oil  and  gas  permit  fees,  utility  siting  fees,  and  federal 
projects  and  grants.   The  Helena  office  deposits  this  money  to  a  clearing 
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account.   The  Missoula  office  collects  money  from  timber  sales,  slash 
and  brush  disposal  assessments,  timber  stand  improvement  assessments, 
land  use  assessments,  and  the  sale  of  nursery  products.   The  Missoula 
office  deposits  this  money  to  another  clearing  account.   State  law  also 
provides  for  fire  protection  assessments  which  various  county  treasurers 
collect  for  the  department  and  deposit  directly  in  the  state  treasury  to 
the  forestry  clearing  account.   The  department  deposits  all  the  receipts, 
regardless  of  source,  to  one  of  these  two  clearing  accounts. 
Grant  Clearance  Accounts 

Section  79-410,  R.C.M.  1947,  contained  in  the  "Treasury  Fund  Struc- 
ture Act,"  provides  two  funds  for  the  receipt  and  disbursement  of  federal 
and  private  money.   The  first,  the  federal  and  private  revenue  fund  is 
for  monies  to  be  used  for  government  operation.   Money  in  this  fund  is 
budgeted  and  requires  an  appropriation  to  be  spent.   The  second,  the 
federal  and  private  grant  clearance  fund  is  generally  for  monies  to  be 
disbursed  or  passed  through  to  persons,  associations  or  local  government 
units.   Monies  whose  final  disposition  is  unknown  at  the  time  of  receipt 
may  be  deposited  to  the  grant  clearance  fund,  but  those  monies  to  be 
used  for  government  operations  must  be  transferred  to  the  revenue  fund 
prior  to  being  spent.   Department  procedures  provide  for  depositing 
virtually  all  money  received  to  one  of  the  department's  two  grant  clear- 
ance accounts.   Money  deposited  to  these  clearing  accounts  includes 
money  belonging  to  the  general  fund,  the  earmarked  revenue  fund,  the 
federal  and  private  revenue  fund,  and  the  trust  and  legacy  fund.   This 
money  is  identifiable  as  to  final  disposition  as  it  is  received,  and  it 
could  be  deposited  to  the  proper  fund  upon  receipt.   In  effect,  the 
department  uses  its  clearing  accounts  as  holding  accounts  for  all 
revenue  received. 
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As  the  department  deposits  the  money,  it  is  recorded  as  uncleared 
collections.   The  fire  protection  money,  which  the  state  Treasurer 
receives  directly  from  the  county  treasurers,  is  an  exception.   The 
state  Treasurer  identifies  this  money  and  deposits  it  to  the  federal  and 
private  grant  clearance  fund  as  required  by  Section  28-111,  R.C.M.  1947. 
Section  28-124,  R.C.M.  1947,  provides  for  transfer  of  this  money  to  the 
earmarked  revenue  fund  prior  to  its  being  disbursed.   The  department 
subsequently  transfers  most  of  the  money  to  the  federal  and  private 
revenue  fund  and  transfers  none  of  it  to  the  earmarked  revenue  fund  as 
required  by  Section  28-124,  R.C.M.  1947. 

Depositing  this  money  to  the  federal  and  private  grant  clearance 
fund  does  not  serve  a  useful  purpose,  and  the  department  should  seek 
legislation  to  permit  deposit  of  the  revenue  directly  to  the  earmarked 
revenue  fund.   Since  the  department  identifies  the  money  only  as  "uncleared 
collections"  as  it  is  recorded  in  the  SBAS  system,  the  department  must 
maintain  hand  kept  records  to  identify  the  individual  amounts  received 
and  their  appropriate  use. 

This  is  done  by  photocopying  every  check  received,  making  two 
copies  of  most  checks.   The  accountants  keep  one  copy  of  each  check  for 
their  record  of  the  contents  of  the  clearance  accounts.   The  second  copy 
of  the  check  goes  to  the  clerk  responsible  for  the  receipt  of  the  partic- 
ular type  of  revenue,  along  with  other  documents  the  department  receives 
with  the  money.   Only  upon  notification  from  the  individual  clerks  do 
the  accountants  transfer  the  money  to  the  proper  fund  and  account  and 
identify  it  in  the  SBAS  system  as  taxes,  fees,  proceeds  from  the  sale  of 
goods,  lease  payments  or  other  source.   Not  until  this  point  does  the 
department  have  the  revenue  properly  recorded. 


Since  most  of  the  department's  revenue  is  easily  identified  as  it 
is  received,  it  can  be  deposited  without  waiting  for  notification  from 
the  individual  clerks.   The  department's  procedure  for  depositing  its 
collections  to  the  clearing  account  is  not  necessary  in  most  cases. 
Additionally,  efficient  accounting  practices  require  the  deposit  of 
revenue,  as  the  department  receives  it,  directly  to  the  proper  revenue 
account.   The  department  should  process  its  revenue  in  this  conventional 
manner,  with  the  exception  of  timber  sale  money,  which  must  be  allocated 
to  the  various  state  school  accounts. 

The  department's  current  procedures  result  in  the  creation  of 
several  unnecessary  documents,  such  as  the  copies  of  the  checks,  the 
documents  to  transfer  the  revenue  and  the  documents  controlling  the 
transfer  of  the  revenue.   Current  procedures  also  require  several 
additional  transactions  for  each  receipt,  such  as  transferring  the  fire 
protection  revenue  from  the  proper  revenue  code  to  the  uncleared  collec- 
tions code  and  transferring  the  uncleared  collections  to  the  proper 
revenue  account . 

Holding  the  money  in  the  clearing  account  past  year-end  also  re- 
sults in  a  substantial  misstatement  of  reported  revenue  as  discussed  on 
page  12.   On  page  50,  the  financial  statements  report  this  revenue  as 
"Due  other  funds"  in  the  amount  of  $603,000.   Failure  to  recognize  this 
revenue  renders  the  revenue  records  less  meaningful  for  use  in  making 
management  decisions  and  for  use  in  the  budget  process. 

The  department's  use  of  copies  of  the  incoming  checks  did  not  prove 
to  be  entirely  satisfactory.   As  part  of  our  audit  tests,  we  attempted 
to  total  the  control  check  copies  for  each  of  the  clearance  accounts  and 
relate  these  totals  to  the  clearance  account  balances.   The  total  of  the 
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copies  of  the  checks  on  file  at  the  Forestry  Division  in  Missoula  left 
$333,000  unaccounted  for  in  their  clearance  account.   We  could  not 
easily  identify  this  difference.   By  reviewing  the  non-budgeted  expendi- 
tures, departmental  transfers,  collections  made  without  checks  and 
collections  for  which  the  check  copies  had  been  misplaced  for  this  year, 
we  were  able  to  account  for  all  but  $5,220  contained  in  the  clearing 
account.   Agency  employees  were  also  unable  to  determine  the  origin  or 
proper  disposition  of  this  money.   If  the  proper  disposition  of  the 
$5,220  cannot  be  identified,  the  department  should  obtain  legal  assist- 
ance in  determining  the  appropriate  disposition  of  this  money. 

In  reconciling  the  Helena  account,  we  found  that  the  check  copies 
amounted  to  $78,349  more  than  the  amount  contained  in  the  account.   By 
reviewing  transfers  made  during  fiscal  years  1973-74,  1974-75  and  1975- 
76,  we  accounted  for  all  but  $5,102.   Department  employees  have  not  been 
able  to  explain  why  this  account  does  not  have  sufficient  cash  to  cover 
the  transfers  they  must  make  from  it.   The  department  should  obtain 
legal  assistance  in  determining  the  proper  procedures  for  writing  off 
this  shortage  if  the  actual  transfers  cannot  be  identified. 

Prior  to  our  audit,  agency  employees  had  never  attempted  to  deter- 
mine that  the  clearance  accounts  contained  the  correct  amount  needed  to 
make  the  planned  transfers.   Because  the  department's  system  does  not 
use  the  automatic  controls  incorporated  into  SBAS,  the  differences  were 
not  detected  there  either.   The  department  stated  that  they  plan  to 
regularly  reconcile  these  account  balances  in  the  future.   However,  more 
substantial  changes  are  needed  in  the  department's  accounting  system. 

In  an  attempt  to  determine  the  reasonableness  of  the  fiscal  year's 
reported  revenue,  an  auditor  must  test  the  year's  revenue  transactions. 
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Existing  department  accounting  records  were  not  adequate  to  permit  us  to 
determine  that  reported  revenue  was  reasonable.   In  order  for  us  to  test 
the  department's  transactions  in  the  Helena  clearance  account,  it  was 
necessary  for  us  to  request  that  the  department  reconstruct  all  of  the 
revenue  recording  transactions  for  the  year.   They  did  this,  and  we 
subsequently  completed  the  tests  we  considered  necessary.   However,  we 
made  a  similar  request  for  the  forestry  records  related  to  the  clearance 
account  transactions  in  Missoula,  and  the  department  stated  that  they 
considered  it  too  time  consuming,  if  not  impossible,  to  do.   Because  of 
this,  we  were  unable  to  identify  individual  revenue  transactions,  and 
consequently,  we  were  unable  to  determine  the  reasonableness  of  the 
revenue  received  through  the  Missoula  office  of  the  state  Forestry 
Division. 

If  the  department  had  used  the  procedures  established  within  SBAS, 
including  use  of  the  clearance  account  as  the  Treasury  Fund  Structure 
Act  requires,  the  problems  discussed  here  would  not  exist. 

Department  employees  told  us  that  their  method  of  depositing  and 
recording  revenue  evolved  from  the  system  in  use  by  the  Forestry  Divi- 
sion at  the  time  of  executive  reorganization,  and  because  it  accom- 
plished the  needed  tasks,  they  have  not  made  any  significant  changes  in 
the  system.   Proper  use  of  SBAS,  by  depositing  revenue  to  the  correct 
account  as  the  department  receives  it,  is  the  department's  easiest 
method  of  improving  their  system  to  meet  their  needs  for  accountability 
and  control. 

RECOMMENDATION 

We  reoorrmend  that  the  department: 

1.        Deposit  directly  to  the  appropriate  account  all  identifiable 

revenue  received. 

-11- 


2.        Seek  legislation  to  permit  the  deposit  of  five  protection 
revenue  collected  by  county  treasurers  directly  to  the 
earmarked  revenue  fund. 

S.        Discontinue  extensive  copying  of  checks  received. 

4.        Determine  the  appropriate  disposition  of  the  unidentified 
cash  balance  in  the  forestry  clearance  account  and  the 
shortage  in  the  Helena  clearance  account;   if  the  proper 
disposition  cannot  be  determined  by  reviewing  prior 
activity^   seek  legal  assistance  as  to  the  proper  dis- 
position of  these  balances. 

Revenue  Recognition 

The  Montana  Administrative  Manual  states  that  agencies  shall  use  a 
modified  accrual  basis  of  accounting  to  accurately  record  financial 
activities.   The  modified  accrual  method  of  accounting  requires  the 
recording  of  revenue  when  it  is  received;  however,  SBAS  does  not  recog- 
nize the  money  the  department  deposits  to  the  clearing  account  as 
revenue  until  the  department  transfers  it  to  the  proper  account.   Fre- 
quently, the  department  does  not  transfer  these  moneys  for  extended 
periods  of  time.   For  example,  in  the  Missoula  account,  $328,000  in 
county  fire  protection  collections  accumulated  in  their  clearing  account 
over  an  eight-month  period.   The  Helena  account  contains  $4,000  deposited 
in  fiscal  year  1973-74.   This  results  in  the  department's  year-end 
accounting  records  not  reporting  as  revenue  money  it  has  received. 

The  department  had  unreported  revenue  in  its  clearing  accounts 
amounting  to  $685,000  at  July  1,  1974  and  $603,000  at  June  30,  1975. 
Had  the  department  treated  this  revenue  properly  during  fiscal  year 
1974-75  and  in  prior  years,  revenue  reported  in  each  of  the  department's 
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other  funds  would  have  decreased  by  a  total  of  $82,000  for  fiscal  year 
1974-75,  and  additional  revenue  equivalent  in  total  to  the  $603,000 
would  have  been  reported  in  years  prior  to  fiscal  year  1974-75.   Avail- 
able records  did  not  permit  us  to  determine  how  this  unreported  revenue 
should  be  distributed  to  the  various  funds. 

The  department  made  $120,000  of  nonbudgeted  expenditures  and  with- 
drawals from  their  clearing  fund  during  fiscal  year  1974-75.   They  paid 
this  amount  to  the  U.S.  Forest  Service,  to  counties  to  develop  fire- 
fighting  capabilities,  and  to  the  Farm  Home  Administration  for  interest 
and  principal  on  outstanding  loans.   We  do  not  believe  that  any  of  these 
expenditures  and  withdrawals  can  properly  be  made  from  the  grant  clearance 
fund  under  the  Treasury  Fund  Structure  Act.   The  money  used  to  pay  these 
items  came  from  the  proper  sources  but  was  never  recognized  as  revenue 
or  income  in  the  proper  funds.   Instead,  the  department  transferred  this 
money  to  a  revenue  or  income  code  within  the  clearance  account  and 
disbursed  the  money  from  there. 

This  procedure  never  properly  recognizes  the  revenue  or  income.   In 
addition,  the  department  disbursed  the  money  without  proper  appropri- 
ation authority.   The  department  should  deposit  revenue  directly  to  the 
fund  where  it  belongs  and  obtain  appropriation  authority  to  make  necessary 
payments . 

The  Department  of  Administration  processes  these  expenditures  using 
the  Statewide  Budgeting  and  Accounting  System  (SBAS) .   SEAS  incorporates 
many  edits  into  its  processing  of  expenditures.   Section  79-410,  R.C.M. 
1947,  prohibits  expenditures  for  operations  of  state  government  from  the 
clearance  account,  making  this  a  logical  edit  to  be  performed  on  all 
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expenditure  transactions.   This  edit  should  be  incorporated  into  the 
SBAS  process. 

RECOMMEmATION 

We  veoormend  that  the  department: 

1.  Record  revenue  as  it  is  received  by  depositing  all  iden- 
tifiable revenue  directly  to  the  appropriate  account. 

2.  Discontinue  making  non-budgeted  expenditures  from  the 
federal  and  private  grant  clearance  fund, 

Z.       Minimize   the  balances  contained  in  the  federal  and 
private  grant  clearance  accounts  at  year-end. 
We  recommend  that  the  Department  of  Administration  incorporate  into 
SBAS  processing  an  edit  prohibiting  operating  expenditures  from 
the  federal  and  private  grant  clearance  fund. 

Internal  Control  Over  Revenue 

Our  audit  included  a  review  and  evaluation  of  the  department's 
system  of  internal  control  over  revenue  collection,  recording,  and 
depositing  procedures.   As  mentioned  on  page  6  of  this  report,  the 
department  collects  a  large  amount  of  revenue  from  a  variety  of  sources. 
In  addition  to  collections  made  at  the  main  offices  in  Helena  and 
Missoula,  revenue  is  also  collected  in  the  field  offices.   Because  of 
the  amount  of  revenue  collected,  the  agency  should  have  a  sound  system 
of  internal  control,  but  adequate  internal  control  procedures  have  not 
been  developed  or  implemented.   In  our  examination  we  noted  the  serious 
internal  control  weaknesses  discussed  below. 
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Cash  Log 

The  division's  secretaries  in  both  Missoula  and  Helena  record  all 
cash  receipts  other  than  revenue  from  oil  and  gas  sources  in  a  cash  log. 
A  cash  log  is  a  useful  control  instrument  and  can  provide  the  same  type 
of  control  gained  from  the  use  of  a  cash  register  in  a  grocery  store, 
but  the  department  does  not  derive  any  benefit  from  its  control  log. 
The  department  has  never  agreed  the  money  recorded  in  the  cash  log  with 
daily  deposits  made  to  the  state  Treasurer  or  to  any  of  the  subsequent 
bank  statements.   The  failure  to  do  this  eliminates  the  department's 
control  obtained  by  recording  the  cash  at  the  time  received.   The 
department's  current  system  gives  no  assurance  that  all  cash  received  is 
subsequently  deposited.   Department  personnel  should  record  all  cash 
receipts,  including  oil  and  gas  revenue,  in  the  cash  log  and  regularly 
reconcile  cash  recorded  in  the  cash  log  with  deposits  made  to  the  state 
Treasurer. 

Separation  of  Duties 

The  secretary  who  opens  the  mail  and  records  the  money  in  the  cash 
log  subsequently  transfers  the  money  to  another  employee  who  prepares 
the  deposit  ticket  and  collection  report  and  deposits  the  money.   This 
same  employee  also  has  responsibility  for  billing  and  recording  of 
revenue.   These  duties  are  not  compatible,  since  this  employee  could 
remove  revenue  from  the  system  and  cover  its  disappearance  in  the 
accounting  records. 

Revenue  Collected  in  the  Field 

The  Oil  and  Gas  Conservation  Division's  revenue  includes  fee  assess- 
ments for  oil  and  gas  permits  and  other  miscellaneous  revenue  generated 
by  photocopy  and  microfilm  services  provided  by  the  field  offices. 
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Oil  and  gas  companies  and  other  applicants  pay  permit  fees  to 
division  field  offices  along  with  their  applications  for  the  permits. 
Field  personnel  determine  that  applicants  have  met  certain  requirements 
of  the  application  by  on-site  inspection  before  they  approve  the  appli- 
cation.  Frequently  the  field  offices  hold  checks  for  the  payment  of 
fees  for  as  long  as  two  months  awaiting  this  field  inspection.   Field 
employees  then  mail  the  checks  and  applications  to  the  Oil  and  Gas 
Conservation  Division  office  in  Helena  for  further  approval.   The  Oil 
and  Gas  Conservation  Division  office  approves  the  applications  and  sends 
the  checks  and  applications  to  the  Centralized  Services  Division  for 
depositing  and  recording.   The  checks  are  not  restrictively  endorsed 
until  they  reach  the  Centralized  Services  Division.   Our  evaluation  of 
one  deposit  of  oil  and  gas  funds  showed  that  eleven  of  the  checks,  or  44 
percent  of  the  checks  deposited  were  over  one  month  old,  with  one  check 
being  more  than  two  months  old  at  the  time  of  deposit. 

Even  when  the  Centralized  Services  Division  receives  the  money,  it 
remains  uncontrolled  because  one  employee  has  the  responsibility  for 
receiving  the  checks,  restrictively  endorsing  the  checks,  recording  the 
checks,  preparing  the  collection  report,  and  occasionally  depositing  the 
cash  with  the  state  Treasurer.   In  addition,  the  division  never  agrees 
total  receipts  with  the  deposits  made  to  the  state  Treasurer. 

This  system  provides  no  control  over  revenue  collecting,  recording, 
or  depositing  procedures.   The  department  transfers  the  checks  for 
application  fees  twice  by  mail,  requiring  three  employees  to  handle  them 
prior  to  their  being  restrictively  endorsed  and  deposited. 

Oil  and  gas  field  offices  also  perform  photocopy  and  microfilm 
services  for  fees  totaling  approximately  $250  per  month.   The  field 
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offices  generally  receive  the  payments  in  currency,  and  they  send  the 
currency  to  the  Helena  office  by  mail  approximately  once  a  month. 
Department  employees  deposit  this  money  in  the  same  manner  as  permit  fee 
revenue.   Again,  department  employees  do  not  agree  the  amount  of  money 
transferred  and  the  money  deposited  with  the  state  Treasurer. 

Forestry  area  offices  also  collect  revenue  in  the  field  under 
similar  circumstances.   They  send  the  money  collected  to  Missoula  where 
the  forestry  office  combines  it  with  their  other  revenue. 

The  Montana  Administrative  Manual,  Chapter  2-1210.21,  states  that 
negotiable  instruments  shall  be  restrictively  endorsed  at  the  time  of 
initial  receipt.   Those  agencies  outside  the  Capitol  complex  are  to 
deposit  state  moneys  in  a  local  bank  established  by  the  state  Treasurer 
as  an  approved  depository.   All  moneys  received  shall  be  deposited 
whenever  the  amount  of  coin  and  currency  requiring  deposit  exceeds  $100 
or  total  collections  exceed  $500.   In  any  event,  all  moneys  collected 
shall  be  deposited  at  least  weekly.   Deposits  made  according  to  the 
manual  procedures  will  provide  the  needed  control  and  assurance  that 
revenue  collected  is  deposited. 

Checks  for  fees  collected  in  the  field  should  be  restrictively 
endorsed  and  deposited  in  an  approved  local  bank  depository.   To  elimi- 
nate the  need  for  paper  work  in  the  field,  the  field  employee  could  send 
the  bank  deposit  receipt  to  the  Helena  or  Missoula  office,  along  with 
any  information  that  has  normally  accompanied  the  payments  under  the  old 
system.   This  will  permit  the  Helena  and  Missoula  offices  to  continue  to 
prepare  the  collection  reports. 

RECOMMENDATION 

We  recomrnend  that   the  department: 
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1.  Record  all  money  in  a  cash  log  at  the   time  it  is  received. 

2.  Reconcile  the  money  recorded  in  the  cash   log  to  the  money 
deposited. 

3.  Separate   the  duties  of  recording  the  incoming  money  and 
making  the  entries  on  the  department's  records. 

4.  Restrictively  endorse  negotiable  instruments  at  the  time 
of  initial  receipt. 

5.  Deposit  moneys  in  local  hanks  as  prescribed  by  the  Montana 
Administrative  Manual. 

WATER  PROJECTS 

Water  Resources  Division  Receivables 

The  Water  Resources  Division  operates  and  maintains  36  active  water 
projects.   They  operate  one  of  these  projects,  the  Daly  Ditches,  directly, 
while  they  operate  the  other  35  through  local  water  user  associations. 
The  division  has  long-term  water  purchase  contracts  for  all  of  these 
projects  with  the  individuals  using  the  water.   The  contracts  are  designed 
to  provide  repayment  to  the  state  for  its  investment  in  the  projects, 
and  reimbursement  of  the  annual  cost  of  operations,  although  this  is  not 
actually  being  accomplished  (see  page  22). 

The  contracts  between  the  water  users  and  the  division  provide  for 
annual  payments  by  the  water  users  to  their  water  users'  association, 
which  subsequently  pays  the  obligation  to  the  division.   To  facilitate 
these  payments  the  division  prepares  an  annual  statement  and  sends  it  to 
each  of  the  5,200  individual  users.   The  statement  includes  the  amount 
specified  on  the  water  use  contract  plus  the  amount  the  association 
appropriates  for  repairs  and  maintenance.   Division  employees  gather 
this  information  and  prepare  the  statements  manually.   They  record  the 
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amount  due  the  state  in  hand  kept  ledgers  and  post  the  payments  to  the 
same  ledgers. 

The  department  does  not  prepare  a  list  of  delinquent  accounts  on  a 
regular  basis,  and  it  does  not  collect  interest  on  any  of  the  delinquent 
amounts,  although  the  water  contracts  generally  require  that  delinquent 
amounts  bear  6  percent  interest.   The  department  gives  the  various 
associations  the  responsibility  for  follow-up  on  any  unpaid  accounts. 
The  user  associations  often  charge  interest  on  delinquent  payments,  but 
the  associations  retain  the  interest  collected.   The  division  should 
turn  the  delinquent  accounts  over  to  the  Department  of  Revenue  for 
collection  as  provided  by  Sections  84-7101  through  84-7111,  R.C.M.  1947. 
In  our  1970  audit  report  we  recommended  that  the  department  consult 
the  state  Department  of  Administration  as  to  the  feasibility  of  con- 
verting its  accounts  receivable  billing  procedures  to  automatic  data 
processing  and  incorporating  the  records  into  SBAS.   The  department 
complied  with  this  recommendation,  and  the  Department  of  Administration 
determined  that  the  automated  system  was  feasible,  and  they  prepared  a 
proposal  to  do  the  work  including  cost  estimates  and  anticipated  results. 
The  department,  however,  has  never  responded  to  the  proposal,  and  pro- 
cedures remain  the  same.   Department  employees  stated  that  the  plan  was 
probably  not  implemented  because  of  a  change  in  division  personnel  and 
the  subsequent  lack  of  interest  on  the  part  of  the  new  employees. 
Individual  accounts  receivable  amounts  are  not  accumulated  in  a  control 
ledger  which  would  permit  them  to  be  included  in  the  department's  finan- 
cial statements.   As  a  result,  the  financial  statements  at  June  30,  1975 
understated  these  accounts  receivable  to  the  general  fund  by  approxi- 
mately $52,000. 
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The  payment  term  for  the  principal  on  these  water  purchase  con- 
tracts is  35  to  40  years,  and  according  to  division  employees,  the 
department  has  outstanding  receivables  from  the  water  user  contracts 
totaling  approximately  $3,787,000.   The  department  does  not  include 
these  long-term  receivables  in  its  accounting  records,  and  as  a  result, 
the  department's  long-term  assets  are  understated  by  this  amount  in  the 
financial  statements  at  June  30,  1975. 

In  addition  to  the  project  cost  repayment  plans  involving  the  water 
use  contracts,  the  division  has  loaned  three  water  projects  money  in 
return  for  promissory  notes.   These  notes  replace  the  original  debt  as 
well  as  secure  the  new  loans  made  to  the  associations  for  project 
improvements.   The  state  obtained  the  money  from  the  federal  government 
on  a  loan  basis  and  reloaned  it  to  the  associations.   The  department 
holds  notes  receivable  totaling  approximately  $872,000  from  the  three 
associations,  and  the  department  has  outstanding  notes  payable  to  the 
federal  government  of  $467,000.   Other  than  $87,000  in  notes  payable, 
these  amounts  are  not  reflected  in  the  department's  formal  accounting 
records.   To  provide  proper  financial  information,  all  of  these  amounts 
should  be  included  in  the  financial  statements.   Automating  the  system 
of  billing  and  recording  the  revenue  would  facilitate  recording  these 
amounts.   The  department  should  reevaluate  the  use  of  data  processing  to 
perform  the  receivable  procedures. 

If  the  department  properly  reported  the  receivables,  they  would 
appear  as  follows  on  the  balance  sheet. 
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Assets 

Accounts  Receivable  (General  Fund)  $   52,000* 

Notes  Receivable  (Federal  &  Private  Revenue  Fund)     467,000 
(General  Fund)  405,000 

Receivable  from  long-term  contracts  (General  Fund)  3,787,000 

$4,711,000 

Liabilities  and  Reserves 

Reserve  for  Receivables  (Divided  Among  the 

Above-Named  Funds)       $4,244,000 

Notes  Payable  to  Federal  Government  467, OOP 

$4,711,000 

*Amounts  are  rounded  to  the  nearest  thousand. 


RECOMMENDATION 

We  reoorrmend  that  the  department: 

1.  Record  notes  payable  and  notes  and  accounts  receivable  in 
its  formal  accounting  records. 

2.  Reevaluate  the  feasibility  of  using  data  processing  to 
bill  and  record  accounts  and  notes  receivable. 

S.        Charge  interest  for  late  payments  on  water  contracts. 

Control  of  Water 

The  Water  Resources  Division  raises  money  to  repay  the  cost  of 
construction  and  maintenance  associated  with  water  projects  through  the 
sale  of  water  provided  by  the  projects.   The  individuals  who  obtain 
water  from  the  projects  contract  with  the  water  user  associations  and 
the  division  for  a  specific  amount  of  water.   The  water  users  make 
payments  based  on  a  specific  number  of  acre  feet  of  water  received.   If 
the  users  receive  water  in  excess  of  that  originally  contracted  for, 
they  generally  pay  for  it  at  the  initial  rate  set  in  the  contract. 
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Since  the  water  users'  payments  relate  directly  to  the  amount  of  water 
used,  accurate  water  measurement  is  a  key  factor  in  determining  fair 
payment. 

Some  of  the  department's  water  projects  have  measuring  and  recording 
devices  which  the  department  periodically  reads  and  records.   Some  of 
the  projects  have  measuring  devices  which  the  department  does  not  read 
but  which  the  associations  may  read.   The  remaining  projects  are  not 
monitored  as  to  the  amount  of  water  used.   Each  association's  water  use 
should  be  measured  and  usage  should  be  monitored  by  the  department.   We 
discussed  this  problem  in  our  1970  audit  report  on  the  Water  Resources 
Board,  and  the  board  agreed  to  implement  our  recommendation  at  that 
time.   However,  the  recommendation  has  not  been  implemented  and  is  still 
appropriate  and  is  being  made  again. 

RECOMMEWATIOt] 

We  recorrmend  that  the  department  take  the  action  necessary   to  see 

that  water  user  associations  '  payments  are  based  on  accurate 

measurements . 

Indirect  and  Direct  Cost  Allocation 

Water  purchase  contracts  with  the  water  users  provide  for  the  water 
users'  paying  their  proportionate  share  of  the  operating  costs  of  the 
projects.   The  operating  costs  are  defined  as  including  "all  costs  of 
maintenance,  repair,  operation,  and  necessary  alteration  of  the  project, 
and  all  costs  incurred  by  the  association  or  the  board  in  the  distri- 
bution of  water  from  the  project."  As  the  department  is  the  legal 
successor  to  the  board,  the  "operating  costs"  incurred  by  the  department 
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should  be  allocated  to  the  water  purchasers.   However,  the  department 
does  not  charge  any  indirect  costs  or  overhead  costs  to  the  various 
water  projects  as  provided  in  the  contracts.   The  department  incurs 
estimated  costs  of  $140,000  per  year  in  administering  the  projects. 
Examples  of  these  costs  are  bookkeeping,  engineering,  inspections, 
hearings  and  general  administration.   These  should  be  recoverable 
costs,  for  which  the  department  should  establish  an  overhead  or  indirect 
cost  rate  to  be  applied  to  repayment  agreements  with  the  water  users. 
The  allocation  of  indirect  costs  under  a  system  of  cost  accounting  has 
long  been  an  accepted  practice  in  both  government  and  private  enter- 
prise.  It  not  only  results  in  an  equitable  distribution  of  costs  to 
benefiting  activities,  but  it  also  results  in  an  accurate  disclosure  of 
the  cost  of  performing  those  activities.   We  discussed  indirect  costs  in 
our  1970  audit  report  on  the  Water  Resources  Board,  and  the  board  agreed 
to  consider  our  recommendation  at  that  time.   At  this  time  only  one 
project  is  charged  for  any  indirect  costs.   These  charges  totaled  $6,000 
for  fiscal  year  1974-75. 

The  department  also  incurred  costs  directly  chargeable  to  the 
individual  projects  totaling  an  estimated  $84,000  for  fiscal  year  1974- 
75.   The  department  billed  approximately  $62,000  of  these  costs  to  the 
Daly  Ditches  water  project.   Both  the  direct  and  indirect  costs  were 
paid  from  appropriated  money. 

The  state  initially  invested  approximately  $11,748,000  in  the  water 
projects  which  are  still  active.   Considering  all  payments  that  have 


-23- 


been  received  from  these  projects,  the  remaining  unreimbursed  state 
investment  in  these  projects  is  approximately  $5,076,000.   The  depart- 
ment has  repayment  and  water  purchase  contracts  with  water  users  relating 
to  these  projects  totaling  approximately  $4,244,000.   The  $832,000 
difference  represents  project  costs  incurred  by  the  state  for  which 
there  is  no  contract  for  repayment.   In  addition  to  these  unrecoverable 
costs,  the  state  has  not  recovered  annual  operating  costs  which  could 
amount  to  more  than  $2,000,000  since  the  inception  of  the  projects. 

The  department  collected  $301,000  during  fiscal  year  1974-75  as  a 
result  of  the  water  purchase  contracts  and  the  project  repayment  con- 
tracts.  These  repajmients  are  enough  to  cover  the  $224,000  of  direct  and 
indirect  costs  incurred  by  the  department  for  the  projects  and  to  pro- 
vide repayment  of  $77,000  in  principal  on  the  outstanding  investment. 
At  the  fiscal  year  1974-75  collection  rate,  if  operating  costs  were 
included  and  paid  with  these  collections,  the  principal  of  the  contracts 
would  not  be  paid  for  66  years.   However,  operating  costs  are  not  con- 
sidered in  billing  water  user  associations,  and  the  department  applies 
the  total  amount  collected  toward  principal  repayment.   Using  this 
procedure,  the  contracts  will  be  collected  in  an  average  of  17  years. 

Current  collections  should  cover  all  costs  associated  with  the 
contracts  and  should  provide  repayment  over  each  contract's  term. 
Current  contract  assessments  result  in  subsidies  of  as  much  as  $224,000 
per  year  to  the  water  users. 

RECOMMENDATION 

Vie  recommend  that  the  department  establish  appropriate  cost  rates, 
apply  them  to  water  contracts,   and  collect  reimbursement  for 
indirect  as  well  as  direct  costs  on  water  user  contracts. 
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PERSONAL  SERVICES 
Payroll  Procedures 

An  employee's  salary  should  be  charged  to  the  program  for  which  he 
works.   At  the  department,  some  employees  charge  hours  worked  to  as  many 
as  five  programs,  and  all  the  time  and  benefits  expenses  are  allocated 
to  the  various  programs.   To  reduce  the  problems  encountered  in  pre- 
paring the  payroll,  program  administrators  prepare  a  schedule  at  the 
beginning  of  each  fiscal  year  estimating  the  percentage  of  time  employees 
will  spend  on  each  program.   The  payroll  clerks  use  these  estimated 
percentages  to  allocate  salaries,  leave  and  benefit  costs  to  the  dif- 
ferent programs  throughout  the  year.   The  payroll  clerk  spends  a  great 
deal  of  time  allocating  payroll  costs  according  to  these  percentages, 
but  he  still  has  only  estimated  figures.   For  example,  the  department 
payroll  clerk  stated  that  it  currently  takes  him  3h   days  to  prepare  the 
payroll  information.   He  estimated  it  would  only  take  one-half  day  to 
complete  the  payroll  information  if  he  did  not  allocate  payroll  costs  to 
the  various  programs  on  an  individual  basis. 

State  employees  are  paid  on  a  basis  of  biweekly  pay  periods  ending 
on  Friday.   The  Central  Payroll  Division  requires  agencies  to  have  their 
payroll  information  to  the  division  on  the  following  Monday.   As  a 
result  of  the  extensive  time  involved  in  allocating  the  costs,  the 
payroll  clerk  starts  processing  the  payroll  on  the  Monday  before  the  end 
of  the  pay  period,  and  he  does  not  finish  until  Thursday.   He  delivers 
the  payroll  information  to  Central  Payroll  on  Thursday  afternoon  even 
though  they  do  not  require  it  until  Monday.   The  payroll  clerk  stated 
that  he  does  this  for  the  convenience  of  Central  Payroll.   In  order  to 
do  this,  the  payroll  clerk  must  estimate  the  employee's  attendance  for 
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the  entire  second  week  of  the  pay  period.   This  results  in  before-the- 
fact  payroll  preparation.   Before-the-fact  payroll  preparation  is 
undesirable  because  employees  may  terminate,  take  leave  without  pay, 
sick  leave  or  vacation  during  the  week  the  employee's  time  is  estimated. 
The  employee  would  be  paid  full  salary  regardless  of  the  time  worked. 
The  department  must  subsequently  try  to  collect  the  overpayment.   Adjust- 
ments of  this  nature  must  be  made  during  the  next  pay  period. 

As  an  alternative  to  allocating  an  individual's  salary,  benefit 
cost  and  leave  time  to  each  program  each  pay  period,  all  such  costs 
could  be  charged  to  the  centralized  services  program.   On  an  after-the- 
fact,  actual  basis,  salaries  could  be  distributed  to  each  program  or 
subprogram  based  on  actual  time  records,  and  benefits  and  leave  costs 
could  be  distributed  on  a  ratio  of  each  program's  salary  expenditures  to 
the  total.   This  would  eliminate  the  need  to  make  an  accounting  entry 
for  each  employee  for  each  benefit  for  each  program  he  or  she  worked  in 
each  pay  period,  and  it  would  not  be  necessary  to  make  the  numerous 
adjustments  to  all  of  the  benefit  cost  records  caused  by  before-the-fact 
preparation  of  the  payroll.   This  system  would  require  no  additional 
records  and  would  allow  the  payroll  to  be  prepared  on  an  after-the-fact 
basis,  eliminating  the  problems  created  by  estimating  an  employee's 
attendance. 

Payroll  cost  distribution  should  be  based  upon  actual  hours  worked. 
Salary  payments  should  be  based  upon  accurate  and  factual  data  rather 
than  assumptions  made  before-the-fact. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.        Base  payroll  cost  distribution  upon  actual  hours. 
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2.        Distribute  benefit  and  leave  costs  based  on  a  percentage 
of  salaries  expense. 

Payroll  Internal  Control 

Several  internal  control  weaknesses  over  payroll  exist  in  both  the 
Helena  and  Missoula  offices.   Proper  internal  control  requires  a  separ- 
ation of  payroll  preparation  and  payroll  warrant  distribution  functions 
to  assure  accurate  recording  of  transactions  and  safeguarding  of  assets. 
The  department  has  not  established  such  a  separation;  that  is,  one 
employee  is  responsible  for  both  the  preparation  of  payroll  information 
and  the  distribution  of  the  payroll  warrants.   The  payroll  clerks  sort 
the  payroll  warrants  and  deliver  the  warrants  to  the  department  heads 
who  distribute  them  to  the  employees.   The  employees  who  prepare  the 
payroll  should  not  also  have  access  to  the  paychecks. 

Once  a  year  the  state  Auditor  provides  each  agency  with  W-2  forms 
for  each  employee  paid  during  the  year.   The  W-2  forms  are  sent  to  the 
agencies  for  distribution  to  the  employees.   This  provides  an  excellent 
opportunity  for  someone  independent  of  the  payroll  function  to  verify 
the  existence  of  each  employee.   However,  the  department  makes  payroll 
personnel  responsible  for  distributing  the  W-2  forms.   This  eliminates 
the  original  control  established  by  the  state  Auditor.   The  W-2  forms 
should  be  distributed  by  someone  independent  of  the  payroll  department. 

RECOMMENDATION 

We  recommend  that  the  department  separate  the  payroll  preparation 

from  warrant  distribution  and  W-2  form  distribution  responsi 

bilities. 
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Payments  to  Seasonal  Employees 

The  Forestry  Division  employs  "pick-up"  fire  fighters  during 
emergency  situations  to  fight  forest  fires.   The  Forestry  Division  pays 
the  pick-up  fire  fighters  from  its  contingent  revolving  account  at  the 
fire  site  and  later  reimburses  the  account  by  processing  a  transfer 
warrant  claim. 

The  Forestry  Division  does  not  have  withholding  procedures  for 
wages  paid  to  pick-up  fire  fighters  through  the  contingent  account.   The 
Social  Security  Administration,  the  U.S.  Internal  Revenue  Service  (IRS) 
and  the  Montana  state  withholding  instructions  require  employers  to 
withhold  taxes  from  employees'  wages  with  exceptions  to  certain  employees. 
Montana  withholding  instructions  do  not  exclude  pick-up  fire  fighters 
from  state  tax  withholding.   The  Forestry  Division  should  implement  a 
procedure  for  withholding  state  income  tax  from  pick-up  fire  fighters' 
wages  or  seek  an  exemption  for  these  employees'  wages.   The  department 
should  also  seek  formal  determination  from  the  Social  Security  Adminis- 
tration and  the  Internal  Revenue  Service  as  to  the  department's  respon- 
sibility for  withholding  taxes  on  pick-up  fire  fighters'  wages. 

RECOMMENDATION 

We  reoommend  that  the  department: 

1.  Withhold  state  income   tajx  from  pick-up  fire  fighters' 
wages  or  seek  an  exemption  from  the  department  of  Revenue 
for  these  employees'  wages. 

2.  Seek  a  formal  determination  from  the  Social  Security 
Administration  and  the  Internal  Revenue  Service  as  to  the 
department's  responsibility  for  withholding  taxes  on 
pick-up  fire  fighters  '  wages. 
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Personnel  Office 

Two  activities  normally  associated  with  a  personnel  department  are 
recruiting  and  screening  applicants  and  maintaining  employee  personnel 
records.   The  department's  personnel  office  does  not  perform  either  job 
effectively.   The  personnel  officer  stated  that  program  administrators 
have  hired  employees  who  have  been  put  on  the  payroll  without  his 
knowledge.   We  found  many  instances  in  which  the  personnel  officer  was 
not  aware  of  employment  of  new  employees  or  did  not  review  pay  increases 
granted  employees  for  compliance  with  the  state  pay  plan.   The  personnel 
officer  should  screen  all  beginning  employment  forms  and  be  informed  of 
all  new  employment  and  pay  rate  changes. 

In  addition,  one  of  the  primary  functions  of  the  personnel  depart- 
ment is  to  maintain  personnel  records  for  management  purposes.   This 
includes  information  concerning  current  pay  rates,  withholding  instruc- 
tions for  employees'  wages  and  decedents  warrants  forms. 

The  Forestry  Division  does  not  maintain  personnel  files  on  pick-up 
fire  fighters.   A  minimum  amount  of  information,  such  as  name,  address 
and  social  security  number,  should  be  maintained  for  all  employees.   Our 
review  of  personnel  files  in  both  Helena  and  Missoula  revealed  numerous 
instances  of  inadequate  personnel  files.   In  our  review  of  twelve  files, 
nine  required  documents  were  missing.   Six  of  the  missing  documents 
directly  affected  the  amount  paid  to  or  withheld  from  the  individuals. 
Proper  management  control  requires  that  personnel  files  contain  authori- 
zations for  pay  changes,  deductions,  and  certain  personal  information. 

RECOMMENDATION 

We  reaormend  that  the  department  require  the  personnel  officer  to: 
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1.  Review  all  beginning  employment  forms,    screen  all  new 
employment,   and  review  all  pay  rate  changes. 

2.  Maintain  complete  personnel  files. 

Employee  Leave 

Full  time  employees,  including  full  time  temporary  and  full  time 
seasonal  employees,  earn  sick  and  annual  leave  credits  from  the  first 
full  pay  period  of  employment.   Most  permanent  employees  earn  sick  and 
annual  leave  credits  at  a  rate  of  96  hours  and  120  hours  per  year, 
respectively.   Temporary  and  seasonal  employees  earn  leave  credits  based 
on  hours  worked  each  pay  period. 

The  Montana  Administrative  Manual  states  that  employees  shall 
accrue  .046  sick  leave  credits  and  .058  annual  leave  credits  for  each 
hour  worked.   (Additional  annual  leave  is  earned  by  persons  who  have 
worked  for  the  state  for  more  than  10  years.)   If  an  employee  worked  80 
hours  in  a  two  week  period,  he  should  accrue  3.68  hours  (80  x  .046)  of 
sick  leave  and  4.64  hours  (80  x  .058)  of  annual  leave  for  that  pay 
period. 

The  Forestry  Division  maintains  leave  records  for  seasonal  employees, 
work  study  students,  and  employees  hired  under  the  Concentrated  Employ- 
ment Training  Act  (CETA) .   Our  review  of  leave  records  revealed  that 
leave  for  these  employees  was  being  incorrectly  accrued.   Calculated 
leave  credits  were  rounded  to  the  nearest  hour  each  pay  period.   For 
example,  if  an  employee  worked  80  hours,  sick  and  annual  leave  pre- 
viously computed  to  be  3.68  and  4.64  was  rounded  to  4  and  5  hours 
respectively.   The  cumulative  effect  over  a  year  would  be  to  accrue  8 
additional  hours  of  sick  leave  and  10  additional  hours  of  annual  leave 
per  employee,  providing  the  employee  worked  full  time. 
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When  employees  did  not  work  full  time,  their  calculated  leave  was 
rounded  to  the  nearest  hour.   This  resulted  in  some  employees'  leave 
being  overstated  and  others  understated,  depending  upon  the  number  of 
hours  worked  each  pay  period. 

Forestry  Division  leave  records  should  be  adjusted  to  reflect  the 
correct  leave  balances.   Leave  should  be  calculated  to  two  decimal 
places  as  prescribed  by  the  Montana  Administrative  Manual. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Record  sick  leave  according  to  the  requirements  of  the 
Montana  Administrative  Manual. 

2.  Adjust  employee   leave  records  to  reflect  correct   leave 
balances. 

EXPENDITURES 

Portland  Law  Firm 

The  department  retained  a  Portland  law  firm  under  contract  to 
perform  services  to  assist  the  department  in  connection  with  hearings 
under  the  Utility  Siting  Act  on  Colstrip  Units  3  and  4.   The  contract 
provided  for  an  hourly  and  a  daily  rate  for  attorneys  and  for  payment  of 
their  actual  and  necessary  expenses.   In  addition  to  actual  and  neces- 
sary expenses,  the  department  paid  for  consultants'  services  for  the  law 
firm.   These  expenses  amounted  to  over  $136,000  through  January  1976. 
The  agreement  to  pay  for  consultants  was  originally  verbal  and  was  not 
included  in  the  contract.   Agreements  entered  into  by  the  department 
which  obligate  the  department  should  be  under  written  contract. 
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Our  review  of  claims  submitted  by  the  law  firm  showed  that  the 
department  did  not  require  sufficient  documentation  for  certain  reim- 
bursable expenses.   Invoices  submitted  by  the  law  firm  were  typed  on  a 
letterhead  listing  hours  worked,  telephone  charges,  airplane  fares,  and 
travel  expenses.   Documents  supporting  certain  of  these  charges  were  not 
received  from  the  law  firm.   Sufficient  documentation  supporting  claims 
is  required  to  provide  reasonable  assurance  that  actual  expenditures 
have  been  made. 

The  department  reimbursed  the  law  firm  for  secretarial  services, 

photocopying  services,  and  telephone  expenses  incurred  by  the  firm. 

During  the  period  from  January  1975  through  July  1976  the  department 

paid  these  expenses  as  follows: 

Secretarial  services  $    722 

Photocopying  services  7,067 

Telephone  expenses  2, 915 

Total  $10,704 

The  contract  between  the  department  and  the  law  firm  did  not  specify 

that  these  expenses  were  to  be  reimbursed  in  addition  to  the  hourly 

rates.   The  department  should  pay  for  only  those  expenses  which  are 

specified  by  contract. 

RECOMMEmATION 

We  reoormend  that  the  department: 

1.  Execute  written  contracts  for  all  professional  service 
agreements  entered  into  by  the  department. 

2.  Require  sufficient  documentation  supporting  all  claims  to 
provide  assurance  that  actual  expenditures  have  been 
made. 
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Retained  Attorneys 

During  the  audit  year  the  department  engaged  four  law  firms  to  rep- 
resent them  in  different  matters.   This  was  necessary  in  most  instances 
to  obtain  expertise  in  certain  technical  areas  of  the  law. 

The  department  paid  a  Helena  law  firm  $1,000  per  month  for  a  year 
plus  $35  an  hour  for  all  services  requiring  more  than  30  hours  within  a 
month.   This  firm  received  a  total  of  $16,000  for  calendar  year  1975. 
Since  the  department  employs  four  full-time  attorneys,  it  should  not  be 
necessary  to  retain  an  attorney  on  a  full-time  basis.   Instead,  attorneys 
should  be  retained  only  when  necessary  to  obtain  expertise  in  a  certain 
area  of  the  law. 

The  department  paid  the  Portland  law  firm  discussed  in  the  preceding 
section  about  $200,000  during  calendar  year  1975  for  their  legal  fees 
plus  an  additional  $30,000  for  travel  and  other  expenses  relating  to  the 
Colstrip  hearing.   In  total,  the  department  paid  $226,000  in  legal  fees 
to  retained  attorneys  during  1975.   Based  on  the  amount  of  these  payments, 
the  department  should  develop  additional  expertise  in  full-time  staff 
attorneys.   Department  officials  anticipate  that  this  type  of  legal 
service  will  be  required  to  a  great  extent  and  on  a  more  consistent 
basis  in  the  future  because  of  changes  made  in  the  law  requiring  hearings 
prior  to  any  action  which  might  affect  the  environment  or  the  adjudi- 
cation of  water  rights.   In  addition  there  has  been  a  general  increase 
in  tort  claims. 

At  the  time  the  department  contracted  with  the  Portland  firm, 
department  officials  considered  hiring  staff  attorneys  to  perform  the 
work.   They  did  not  hire  them  because  of  the  start-up  time  involved  in 
locating  appropriate  candidates,  hiring  them,  and  then  allowing  them  the 
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time  to  learn  about  the  department's  specific  problems.   This  procedure 
may  have  been  appropriate  at  that  time,  but  the  department  still  has  not 
attempted  to  hire  attorneys  with  the  expertise  to  meet  the  department's 
needs.   We  recognize  that  in  certain  instances  it  is  desirable  to  retain 
outside  counsel  to  assist  in  special  legal  problems  which  are  not  likely 
to  recur.   However,  the  department  should  develop  a  legal  staff  to  meet 
its  recurring  needs. 

RECOmENDATION 

We  reaorrmend  that  the  department: 

1.  Retain  outside   legal  counsel  only  to  obtain  specific 
expertise  not  available  in  the  department's  staff. 

2.  Develop  as  much  expertise  in  its   legal  staff  as  necessary 
to  meet  recurring  departmental  needs. 

Contingent  Revolving  Accounts 

The  department's  two  contingent  revolving  accounts  are  located  in 
Helena  and  Missoula.   The  department  uses  the  accounts  to  make  payments 
for  travel  advances  and  other  expenditures  which  require  immediate 
payment.   The  contingent  revolving  accounts  are  convenient,  but  they  do 
not  have  the  built-in  safeguards  of  the  transfer  warrant  system;  there- 
fore, the  department  must  use  procedures  which  provide  adequate  internal 
control  over  cash  received  and  disbursements  made. 

Internal  control  weaknesses  in  the  cash  receipt  and  cash  disburse- 
ment process  are  as  follows: 

Unused  portions  of  travel  advances  are  deposited  directly  to 
the  contingent  account.   This  is  possible  because  banks  in  which 
contingent  revolving  accounts  are  maintained  have  not  been  instructed 
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in  writing  not  to  accept  for  deposit  checks  payable  to  the  agency. 
This  facilitates  unauthorized  deposit  and  expenditure  of  cash. 
Reimbursements  to  the  contingent  account  should  only  be  made  by  a 
warrant  processed  by  the  State  Auditor's  Office. 

Bank  reconciliation  procedures  do  not  provide  for  a  review  of 
endorsements  on  cancelled  checks.   This  procedure  would  provide 
assurance  that  the  intended  recipient  received  the  check. 

One  department  employee  has  complete  control  over  the  contin- 
gent account.   The  same  employee  is  responsible  for  receipt  of 
cash,  deposit  of  cash,  bank  reconciliations,  preparation  of  orig- 
inal entry  books,  and  he  is  an  authorized  check  signer.   These 
duties  are  not  compatible  since  they  allow  no  outside  control. 
Chapter  1-1020.40  of  the  Montana  Administrative  Manual  (MAM) 
requires  that  employees'  travel  advances  be  made  by  state  warrant  or 
from  a  contingent  revolving  account.   Chapter  1-1050.10  requires  that 
state  warrant  advances  be  recorded  as  accounts  receivable.   Since  the 
accounts  receivable  ledger  is  available  to  agencies  that  use  a  state 
warrant  for  making  advances,  and  since  the  use  of  state  warrants  provides 
significantly  better  control  of  the  travel  advances  made,  the  department 
should  make  every  attempt  to  use  a  state  warrant  to  make  travel  advances. 
The  contingent  account  provides  the  convenience  of  easy  availability  of 
money,  but  it  does  not  include  the  built-in  safeguards  of  SBAS .   Although 
obtaining  a  travel  advance  by  state  warrant  is  more  time  consuming, 
adequate  departmental  planning  of  work  should  provide  adequate  time  to 
obtain  travel  advances  by  this  method. 

Since  the  department  uses  its  contingent  accounts  primarily  for 
travel  advances,  except  during  the  fire  season,  if  it  begins  making 


-35- 


travel  advances  by  state  warrant,  the  size  of  both  contingent  accounts 
could  be  substantially  reduced. 

The  department  currently  maintains  the  Missoula  and  Helena  con- 
tingent revolving  accounts  at  $5,000  and  $6,000  respectively.   Depart- 
ment personnel  reimburse  these  accounts  numerous  times  each  month.   Each 
time  the  account  is  reimbursed,  the  department  processes  a  claim  and 
receives  a  warrant  to  reimburse  the  account.   During  a  six  month  period, 
the  department  reimbursed  the  Helena  account  75  times  and  averaged  only 
$213  per  reimbursement.   At  a  level  of  $6,000,  the  reimbursements  could 
be  made  at  less  frequent  intervals  and  in  larger  amounts.   This  would 
result  in  a  reduced  cost  of  using  the  account.   Management  Memo  69-2 
requires  that  the  account  be  reimbursed  monthly. 

RECOMMEWATION 

We  recommend  that  the  department: 

1.  Correct  the  cash  receipt  and  disbursement  internal  control 
weaknesses  described  above. 

2.  Use  state  warrants  for  travel  advances  whenever  possible. 
Z.        Reimburse  its  contingent  revolving  accounts  on  a  monthly 

basis  or  when  the  account  balance  is  not  sufficient  to 
meet  current  needs. 

Vicinity  Travel 

The  department  pays  per  diem  for  the  noon  meal  to  water  resource 
employees  working  on  various  projects  in  the  Bitterroot  Valley  in  the 
vicinity  of  Hamilton.   The  department  hired  these  employees  to  work  out 
of  the  Hamilton  headquarters  on  these  projects.   The  employees  work 
between  8:00  A.M.  and  5:00  P.M.  and  eat  in  the  field. 
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The  department  does  not  pay  per  diem  to  forestry  employees  and  oil 
and  gas  employees  working  on  various  projects  in  the  vicinity  of  their 
headquarters.   These  employees  also  pack  a  lunch  which  they  eat  at  the 
work  site. 

The  department  has  not  applied  the  travel  rules  consistently  within 
the  department.   MAM  Sections  1-1012.00  to  1-1012.11,  which  became 
effective  July  1,1976,  describe  the  criteria  to  be  used  for  determining 
whether  meals  eaten  during  the  work  shift  shall  be  reimbursed.   Prior  to 
the  issuance  of  this  revision  in  the  administrative  manual,  there  was  no 
written  statewide  policy  specifically  addressing  this  situation.   The 
department  should  administer  its  travel  regulations  in  accordance  with 
MAM  Section  1-1012. 

RECOMMENDATION 

We  reaommend  that  the  department  administev  travel  regulations 
in  aaaordanae  with  the  Montana  Administrative  Manual. 

Travel  Purchase  Order  Books 

The  department  uses  transportation  purchase  orders  to  buy  tickets 
on  common  carriers.   These  purchase  orders  come  in  books  of  20.   All  of 
the  department's  books  are  controlled  by  the  department's  purchasing 
employees,  except  for  ten  books  issued  to  oil  and  gas  employees  and 
board  members  in  February  1974.   As  a  result  of  our  audit  tests  we 
determined  that  the  department  has  no  need  for  these  ten  books.   For 
nine  of  the  ten  books  issued  over  two  years  ago,  only  19  of  the  180 
purchase  orders  had  been  used.   Five  books  have  had  no  purchase  orders 
used  at  all.   Of  the  19  purchase  orders  used,  seven  were  voided,  indi- 
cating that  those  persons  attempting  to  use  them  were  not  familiar  with 
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the  correct  procedures.   Employees  in  the  other  divisions  of  the  depart- 
ment obtain  commercial  carrier  tickets  by  requesting  the  department's 
purchasing  people  to  order  the  tickets  for  them. 

A  travel  purchase  order  allows  any  individual  to  obtain  travel 
tickets  for  any  purpose  by  simply  signing  his  name.   This  obligates  the 
state  to  pay  for  the  tickets.   The  department  should  assign  this  spending 
authority  only  to  those  who  need  it.   None  of  the  employees  having 
travel  purchase  order  books  have  demonstrated  a  need  for  the  books. 

RECOMMEWATION 

We  recommend  that  the  department  recall  all  travel  purchase  order 
hooks,   maintain  physical  control  of  the  hooks  in  one   location  and 
provide  tickets  as  needed  for  all  divisions  of  the  department. 

Postage  Meter 

The  department  maintains  a  postage  meter  in  the  Helena  office.   The 
meter  contains  up  to  $3,300  in  postage  at  one  time  and  remains  in  an 
unsecured  area  of  the  office.   The  machine  has  a  locking  mechanism,  but 
department  employees  sometimes  do  not  use  it.   Responsibility  for  the 
postage  should  be  delegated  to  one  employee,  and  the  department  should 
instruct  that  employee  on  the  proper  safeguarding  procedures.   The 
department  should  hold  that  person  responsible  for  the  postage. 

RECOMMENDATION 

We  recommend  that  the  department  properly  secure  its  postage  meter 
when  it  is  not  in  use. 

DISASTER-QUALIFIED  FIRES 

The  Department  of  Natural  Resources  and  Conservation  represented 
the  state  in  an  agreement  with  the  United  States  Department  of  Housing 
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and  Urban  Development  to  receive  federal  assistance  in  fighting  fires 
during  the  1973  fire  season,  which  was  the  last  season  in  which  disaster 
project  fires  occurred.   The  department  also  coordinated  the  fire  fighting 
efforts  on  the  fires  and  compiled  the  information  necessary  to  file  the 
claim  for  reimbursement. 

We  examined  the  expenditures  related  to  the  disaster  qualified 
fires  of  the  1973  fire  season  for  the  purpose  of  determining  the  pro- 
priety and  validity  of  the  costs  claimed  by  the  state  under  the  Disaster 
Relief  Act  of  1970.   We  also  prepared  a  report  on  allowable  costs,  which 
we  discussed  with  the  Office  of  Emergency  Preparedness  (OEP)  of  the  U.S. 
Department  of  Housing  and  Urban  Development.   As  a  result  of  our  audit 
work  we  questioned  claimed  costs  totaling  $22,879.   OEP  subsequently 
issued  a  report  which  disallowed  reimbursement  of  $11,212  of  the  amount 
claimed  by  the  Department  of  Natural  Resources  and  Conservation.   The 
following  table  summarizes  the  disaster  fire  costs: 

Name  of  Claimed  Questioned  OEP  Disallowed  Amount 

Project  Fire  Costs  Costs          Costs Reimbursed 

Prewitt  Creek  $147,958  $  7,845        $  3,184  $144,774 

Goat  Creek  49,487  8,537          1,971  47,516 

Pleasant  Valley  32,088  6,497          6,057  26,031 

Total  $229,533  $22.879        $11,212  $218,321 

In  connection  with  our  examination  we  noted  several  deficiencies  in  the 
accounting  procedures  and  records  relating  to  the  fires. 
Agreement  Supplements  and  Expenditure  Support 

As  part  of  its  fire  fighting  coordination  activities,  the  depart- 
ment contracted  with  the  Montana  Department  of  Highways  to  apply  an  oil 
seal  coat  to  the  road  to  the  Goat  Creek  fire.   This  contract  amounted  to 
$4,465.18  and  extended  beyond  the  scope  of  the  initial  federal-state 
agreement. 
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The  department  claimed  this  cost  as  reimbursable  when  they  sub- 
mitted their  request  for  federal  reimbursement.   However,  since  the 
initial  federal-state  agreement  did  not  contemplate  chis  cost,  the 
department  had  to  obtain  specific  federal  approval  for  it  before  the 
cost  would  be  reimbursed.   During  our  audit  the  federal  representatives 
involved  indicated  that  the  department  could  obtain  a  supplement  to  the 
initial  agreement  for  the  purpose  of  oiling  the  road,  and  subsequent  to 
our  audit  work  this  supplement  was  obtained. 

The  department  claimed  costs  on  the  Pleasant  Valley  fire  which 
exceeded  the  federal-state  agreement  estimated  costs  by  $4,732.   The 
department  could  not  obtain  reimbursement  for  these  additional  costs 
without  applying  for  a  supplement  to  the  initial  agreement.   The  depart- 
ment had  not  applied  for  a  supplement  including  these  costs  at  the  time 
of  the  audit.   The  OEP  report  subsequently  suspended  claimed  costs  in  an 
amount  sufficient  to  reduce  the  eligible  costs  below  the  amount  approved 
on  the  initial  agreement. 

The  department's  reimbursement  claims  included  costs  of  $2,101.95 
not  eligible  under  the  fire  disaster  program  and  costs  of  $154.57 
related  to  other  fires.   Including  these  costs  in  the  reimbursement 
billing  indicates  a  lack  of  control  and  review  of  allowable  costs  by 
department  personnel.   Adjusting  the  claims  delays  the  processing  of  the 
application  for  reimbursement. 

The  department  also  included  in  their  claims  for  fire  reimburse- 
ments $12,445.81  which  could  not  be  properly  documented.   The  records  of 
these  expenditures  did  not  include  evidence  that  the  expenditures  were 
related  to  the  disaster  fires.   For  example,  in  January  following  the 
fire  season,  the  department  paid  $6,432  for  rental  on  radio  equipment 
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which  was  charged  to  the  Pleasant  Valley  fire.   The  department  did  not 
have  a  copy  of  the  rental  agreement  or  any  other  evidence  that  the 

radios  were  used  during  the  incident  periods  of  the  disaster  fires. 
The  department's  invoice  did  not  indicate  who  received  the  radios,  nor 
is  there  any  evidence  of  who  used  the  radios  or  for  what  purpose  they 
were  used.   The  OEP  report  approved  payment  of  $503  for  rental  of  the 
radio  equipment  for  the  Pleasant  Valley  fire. 

Similar  problems  exist  in  documentation  accompanying  billings  from 
the  United  States  Forest  Service  (USFS) .   Department  personnel  stated 
that  further  documentation  is  generally  requested  but  that  they  take 
what  support  they  can  get  since  they  are  dependent  on  the  USFS  for 
support  during  the  fire  season. 

Part  of  the  deficiencies  in  documentation  stem  from  the  agency's 
treatment  of  their  supporting  documents.   They  keep  the  fire  related 
supporting  documents  in  a  cardboard  box  grouped  in  folders  by  worksheet 
totals.   A  folder  may  contain  documents  relative  to  one  or  more  fires, 
and  the  specific  fire  is  sometime  not  indicated  on  the  document. 

RECOMMENDATION 

We  veaormend  that  the  department  develop  a  system  for  obtaining 
proper  support  for  all  bills  which  are  subject  to  reimbursement. 

National  Guard  Expenditures 

The  National  Guard  provided  manpower,  equipment,  and  air  support  to 
the  firefighting  effort.   These  costs  are  eligible  for  reimbursement 
under  the  federal  agreement  signed  by  the  Department  of  Natural  Resources 
and  Conservation.   To  obtain  reimbursement,  the  National  Guard  provided 
the  department  with  dollar  amounts  representing  the  expenses  they 
incurred  in  fighting  each  fire. 
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Our  review  of  the  National  Guard's  working  papers  supporting  the 
costs  reported  to  the  department  disclosed  numerous  clerical  errors. 
For  example,  a  schedule  of  payroll  expenses  by  pay  grade  was  improperly 
footed,  resulting  in  reported  expenses  of  $2,085  rather  than  expenses  of 
$3,085.   We  identified  errors  totaling  $1,392  in  the  working  papers 
supporting  the  reported  expenses  of  the  three  fires. 

National  Guard  personnel  stated  that  the  working  papers  were  pre- 
pared after  the  fires,  in  addition  to  other  work,  and  that  time  was  not 
taken  to  check  the  work.   Costs  claimed  as  reimbursable  should  be 
properly  supported  and  reviewed. 

RECOMMEWATIOI^ 

We  vecommend  that  the  Nat-ional  Guard  accumulate  proper  documentation 
for  all  costs  claimed  as  reimbursable. 

INVENTORY  FOR  SALE 

The  Forestry  Division  operates  a  nursery,  which  grows  and  sells 
trees  to  state  residents  and  businesses  in  lots  of  100  trees  for  con- 
servation use.   A  nursery  employee  estimated  that  they  currently  have 
over  4.5  million  trees  planted  on  50  acres  of  land.   The  trees  grow  from 
one  to  three  years  before  the  forester's  office  sells  them.   The  inven- 
tory records  do  not  contain  any  value  for  trees  on  hand  in  the  nursery, 
and  the  selling  price  of  the  trees  does  not  necessarily  reflect  the  cost 
of  growing  them.   The  division  should  ascertain  the  total  cost  of  growing 
these  trees  for  sale  and  should  use  this  cost  in  establishing  the  value 
of  trees  on  hand  for  reporting  purposes  and  for  determining  a  selling 
price. 
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RECOMMENDATION 

We  recommend  that  the  department  determine   the  cost  of  growing 

trees  and  use  this  cost  in  developing  a  sales  price  and  book 

inventory  value  for  tree  inventory. 

PLANT,  PROPERTY  AND  EQUIPMENT 

The  department  budgeted  for  and  hired  two  inventory  technicians 
during  fiscal  year  1974  to  create  and  maintain  records  of  the  depart- 
ment's land,  buildings  and  equipment  and  to  control  equipment  distri- 
bution and  use.   Discussion  with  these  employees  indicates  that  they 
have  been  assigned  other  duties  not  permitting  them  adequate  time  to 
complete  their  inventory  assignments. 

Our  review  of  the  recording,  control,  and  reporting  procedures  over 
fixed  assets  revealed  several  weaknesses.   We  discuss  these  weaknesses 
in  the  following  paragraphs. 

The  department  has  not  maintained  current  inventory  records  for 
fixed  assets  having  a  value  of  several  million  dollars.   In  most  cases, 
the  department  has  not  maintained  the  perpetual  inventory  cards,  kept  on 
an  item  basis,  for  at  least  two  years,  and  the  department  does  not 
include  these  items  in  its  formal  accounting  records.   Since  the  depart- 
ment did  not  maintain  adequate  accounting  records  for  fixed  assets  as 
required  by  generally  accepted  accounting  principles,  the  financial 
statements  do  not  include  these  assets. 

The  department  also  has  not  maintained  summary  records  of  fixed 
assets.   The  department's  accounting  staff  should  prepare  and  maintain 
these  records.   Summary  records  provide  management  with  information  as 
to  the  nature  and  value  of  assets  on  hand,  and  they  provide  a  basis  for 
establishing  accounting  control  over  the  assets. 
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The  Department  of  Administration's  Management  Memorandum  70-17 
requires  state  agencies  to  take  annual  physical  inventories.   However, 
employees  have  not  taken  a  complete  physical  inventory  of  fixed  assets 
for  several  years,  although  employees  do  inventory  certain  "sensitive" 
items  on  a  limited  basis.   Since  much  of  the  plant,  property  and  equip- 
ment is  located  throughout  the  state,  the  department  should  conduct 
annual  physical  inventories  to  establish  sound  accounting  control. 

In  many  cases,  the  available  inventory  records  do  not  indicate  the 
location  of  the  specific  inventory  items.   Also,  records  do  not  always 
reflect  transfers  of  equipment  between  regions.   Thus,  the  department 
loses  accounting  control  of  the  equipment,  until  it  conducts  another 
physical  inventory.   Such  transfers  should  require  written  authorization 
on  a  property  transfer  form,  which  should  also  initiate  a  change  in  the 
inventory  records. 

Sound  internal  control  procedures  require  the  separation  of  certain 
functions.   However,  the  department  and  the  Forestry  Division  in  Missoula 
have  each  assigned  the  responsibility  of  maintaining  inventory  records, 
receiving  shipments,  maintaining  physical  control  of  supplies  and  fixed 
assets  and  taking  physical  inventories  to  one  employee.   Other  employees 
initiate  and  authorize  purchase  orders.   As  a  minimum  measure  of  con- 
trol, the  department  should  require  that  those  employees  who  conduct 
physical  inventories  are  not  the  same  employees  who  maintain  records  and 
physical  control  of  inventories. 

The  department  records  fixed  assets  at  cost,  as  required  by  Manage- 
ment Memorandum  70-17,  with  one  exception.   The  Forestry  Division 
acquires  many  of  its  fire  control  vehicles  from  area  military  bases 
through  the  federal  "excess  property"  program.   The  division  reconditions 
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vehicles  ranging  in  size  from  jeeps  and  half-ton  pickups  to  military 
two-and-a-half  ton  trucks  for  fighting  fires.   Presently,  the  division 
carries  the  excess  property  at  the  federal  acquisition  cost,  instead  of 
the  state's  cost  to  acquire  and  rebuild  it.   Employees  indicate  that 
they  record  the  federal  acquisition  cost,  because  the  federal  government 
requires  them  to  report  that  amount  when  they  sell  or  scrap  the  vehicle 
and  report  its  disposal  to  the  government.   However,  the  department 
should  carry  the  vehicles  at  cost,  for  financial  reporting,  as  required 
by  the  state.   The  division's  vehicle  work  order  system  would  provide 
the  cost  of  putting  each  vehicle  into  service,  thus  requiring  no  additional 
work  to  division  employees.   Inventory  records  could  still  include  the 
federal  value  also,  if  necessary,  but  employees  should  only  post  the 
state's  cost  to  the  general  ledger  control  accounts. 

RECOMMEWATION 

We  veoommend  that  the  department: 

1.  Comply  with  the  provisions  of  Management  Memorandum  70-17 
by: 

A.  Maintaining  current  inventory  records,    on  the  cost 
basis,   for  all  fixed  assets  costing  $100  or  more; 
and 

B.  Conducting  annual  physical  inventories,   by  employees 
independent  of  the  physical  control  and  record- 
keeping functions. 

2.  Include  all  fixed  assets  in  the  inventory  records  and 
their  value  in  formal  accounting  records. 

3.  Include  the   location  of  inventory  items  in  the  records 

and  require  written  transfer  forms  for  adjusting  the 

records. 
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Forest  Nursery  Land 

The  state  Forestry  Division  headquarters,  southwest  region  head- 
quarters, and  the  state  forest  tree  nursery  are  all  located  on  approxi- 
mately 200  acres  of  land  near  Missoula.   In  1949  Congress  directed  that 
the  land  be  sold  to  the  State  of  Montana  for  the  use  and  benefit  of 
Montana  State  University  (now  University  of  Montana) .   Subsequent  to  the 
transfer,  the  university  operated  a  tree  nursery  on  the  site.   The  land 
title  was  transferred  in  1956  from  the  Board  of  Regents  to  the  Local 
Executive  Board  of  the  University  of  Montana  where  it  remains. 

In  1963,  following  legislative.  Board  of  Regents,  and  Board  of 
Forestry  approval,  the  administration  of  the  nursery  was  transferred 
from  the  University  of  Montana  to  the  Office  of  the  State  Forester.   The 
transfer  of  buildings,  equipment,  and  other  facilities  was  approved  by 
the  State  Controller  in  July  1963.   In  1963  the  Legislature  specifically 
authorized  the  state  forester  to  construct  a  building  "on  state  property 
at  the  site  of  the  forest  tree  nursery  in  Missoula,  Montana."  Although 
this  property  has  been  under  the  control  of  and  administered  by  the 
state  forester  since  1963,  the  title  to  the  land  remains  with  the  "Local 
Executive  Board  of  Montana  State  University  (U  of  M) . " 

The  department  has  been  negotiating  with  the  University  of  Montana 
concerning  transferring  title  to  the  department,  but  as  yet  the  transfer 
has  not  taken  place.   As  the  property  has  become  the  responsibility  of 
and  is  being  administered  by  the  state  Forestry  Division,  the  title 
transfer  to  the  land  should  be  completed  as  soon  as  possible  to  properly 
reflect  its  present  status. 

RECOMMENDATION 

We  recommend  that  the  department  complete   the  title  transfer  for 

the  state  forest  tree  nursery   land  as  soon  as  possible. 
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State  Owned  Housing 

The  department's  Water  Resources  Division  owns  five  residences 
located  at  various  water  project  sites.   The  residences  are  fairly  old; 
some  were  originally  constructed  for  other  purposes  and  later  converted 
to  residences.   In  all  five  cases,  the  department  indicated  that  the 
residents  were  required  by  the  nature  of  their  work  to  live  on  the 
project  sites.   However,  four  of  the  five  projects  have  been  turned  over 
to  local  water  associations  by  the  state,  and  the  residents  of  the  four 
houses  are  now  association  employees,  not  state  employees.   The  resident 
of  the  fifth  house  is  a  state  employee.   None  of  the  five  residents  are 
paying  rent  to  the  state  for  the  housing  provided.   The  state  insures 
the  residences,  while  the  local  associations  provide  maintenance  for  the 
four  houses  occupied  by  their  employees.   A  department  official  indicated 
that  he  believes  the  associations  pay  these  employees  somewhat  less  than 
they  would  recieve  if  housing  were  not  provided.   The  division  makes  no 
adjustment  in  the  salary  of  its  employee  who  is  provided  housing. 

The  department's  Forestry  Division  also  owns  several  residences  in 
its  various  forest  districts,  and  one  residence  at  the  state  nursery 
headquarters  in  Missoula.   The  division  has  six  houses  or  cabins  through- 
out the  state,  as  well  as  three  mobile  homes  used  as  year-around  resi- 
dences.  Other  trailers  and  bunk  houses  are  provided  as  temporary 
quarters  for  seasonal  employees,  such  as  fire  crews.   No  rent  is  paid  on 
any  of  this  housing.   All  persons  living  in  the  year-around  residences 
are  required  to  live  there  as  part  of  their  jobs,  which  include  providing 
security  for  division  buildings  and  equipment.   The  division  maintains 
the  houses  and  provides  insurance  coverage.   Residents  pay  their  own 
utilities,  except  for  water  and  telephone  service,  which  is  required  by 
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the  division  for  fire  reporting.   The  department  should  review  the  need 
for  providing  housing  to  nonstate  employees,  as  well  as  to  its  own 
employees.   The  department  should  charge  a  reasonable  rental  rate  based 
on  the  value  of  housing  provided  to  nonstate  and  state  employees  and 
should  develop  a  uniform  rental  policy. 

RECOmEWATION 

We  reaommend  that  the  department  review  the  need  for  providing 

housing  to  nonstate  and  department  employees  and  charge  rent 

based  on  the  value  of  housing  provided. 

PRIOR  AUDIT  REPORTS 

The  Office  of  the  Legislative  Auditor  previously  issued  audit 
reports  on  two  agencies  now  incorporated  in  the  department.   The  report 
on  the  Water  Resources  Board  for  fiscal  year  ended  June  30,  1970  con- 
tained 74  recommendations,  of  which  70  relate  directly  to  the  depart- 
ment's operation.   The  department  has  completely  complied  with  46  of  the 
recommendations,  has  partially  complied  with,  or  is  in  the  process  of 
complying  with  10  of  the  recommendations  and  has  not  complied  with  14  of 
the  recommendations.   Of  the  last  group,  6  recommendations  related  to 
the  recording  of  assets  and  inventories. 

The  board  responded  to  these  recommendations,  saying  that  they 
intended  to  implement  them.   The  department  has  hired  inventory  per- 
sonnel, but  their  various  other  duties  have  not  permitted  them  to 
implement  the  recommendations.   The  implementation  of  these  recommen- 
dations has  been  further  hampered  by  the  Department  of  Administration, 
which  has  not  published  a  procedure  for  recording  fixed  asset  and  inventory 
information  on  SBAS.   These  problems  are  discussed  further  starting  on 


-48- 


page  42.   One  prior  recommendation  not  implemented  relates  to  the  hiring 
of  attorneys  and  is  discussed  in  this  report  on  page  31.   The  other 
seven  recommendations  relate  to  the  assessment,  billing,  collection  and 
write-off  of  revenue  from  the  various  water  projects  which  are  discussed 
in  this  report  on  page  18. 

The  other  audit  report  was  the  result  of  our  audit  of  the  Grass 
Conservation  Commission  for  the  fiscal  year  ended  June  30,  1969.   This 
report  contained  12  recommendations,  11  of  which  related  to  the  depart- 
ment.  The  department  has  implemented  9  of  these.   Two  others  relate  to 
fixed  assets  and  are  discussed  on  page  43  of  this  report. 
FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  Director  of  the  Department  of 
Natural  Resources  and  Conservation,  his  staff,  and,  where  applicable, 
the  Director  of  the  Department  of  Administration  and  the  Adjutant  General's 
staff,  of  the  Department  of  Military  Affairs.   The  full  texts  of  their 
written  responses  to  this  report  begin  on  page  60. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  their  cooperation  and  assistance  during  the  audit. 
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FINANCIAL  STATEMENTS 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
Fiscal  Year  Ended  June  30,  1975 
1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  various  funds'  accounting  records  are  maintained  on  the  modi- 
fied accrual  basis  of  accounting.   Modified  accrual  is  defined  as  "that 
method  of  accounting  in  which  expenditures  are  recorded  on  the  basis  of 
valid  obligations  and  revenues  are  recorded  when  received  in  cash.   At 
the  end  of  a  fiscal  year,  all  valid  obligations  against  an  appropriation 
are  to  be  accrued  as  expenditures  as  provided  by  the  law."   (Montana 
Administrative  Manual,  2-0240.40) 

Inventories 

The  supplies  of  the  various  funds  are  treated  as  expenditures  when 
paid  for,  and  consequently,  there  is  no  recorded  asset  for  supplies 
inventory. 

General  Fixed  Assets  and  Depreciation 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   There  are  no  accounting  controls 
for  the  general  fixed  assets  group  of  accounts,  and  depreciation  is  not 
provided  on  general  fixed  assets.   The  department  owns  significant 
quantities  of  fixed  assets  consisting  of  land,  utilized  for  the  develop- 
ment of  water  projects,  buildings  and  equipment  used  by  the  state 
forester  in  Missoula  and  buildings  and  equipment  used  by  various  other 
programs  throughout  the  state. 

Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  unused  vacation  and  sick  pay  by 
employees  are  not  recorded.   The  related  expenditure  is  recorded  when 
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paid.   Permanent  employees  are  allowed  to  accumulate  and  carryover  a 
maximum  of  two  years'  vacation  into  a  new  calendar  year.   Upon  termina- 
tion, qualifying  permanent  employees  having  unused  accumulated  vacation 
and  sick  leave  receive  payment  for  vacation  on  a  100  percent  basis  and 
sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability  associ- 
ated with  unused,  accumulated  vacation  and  sick  leave  at  June  30,  1975, 
was  not  readily  determinable. 

Retirement  Plans 

Employees  at  the  department  are  covered  by  the  Public  Employees' 
Retirement  System.   This  contributory  retirement  plan  involves  matching 
amounts  paid  by  the  eligible  employee  and  employer.   The  department 
incurred  pension  plan  costs  of  $152,915  during  fiscal  year  1974-75.   The 
state's  policy  is  to  fund  accrued  pension  costs.   The  state  contributes 
4.9  percent  of  an  employee's  gross  wages  and  the  employee  contributes 
5.75  percent  of  his  gross  wages  to  the  plan. 

Investments 

The  department's  investments  for  the  Oil  and  Gas  Division  in  the 
Earmarked  Revenue  Fund  are  stated  at  cost.   Their  market  value  at  June 
30,  1975  was  approximately  $48,875. 
2.    LONG-TERM  CONTRACTS 

The  department  is  indebted  to  the  federal  government  for  money 

borrowed  to  build  three  water  projects  as  follows: 

Outstanding  Balance  Final  Payment 

Project  June  30,  1975  Date 

Charlo  Water  Supply                   $  20,400  1985 

Sidney  Pumping  Project                 389,059  2012 

Little  Dry  Irrigation  Project            48,658  2012 
Total                              $458,117 

Only  $87,000  of  this  total  is  reported  on  the  department's  formal 
accounting  records  and  in  the  department's  financial  statements.   The 
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department  makes  the  annual  payments  on  this  debt  from  money  collected 
on  water  use  contracts  with  various  water  user  associations  in  the 
state. 

3.  UNCLEARED  COLLECTIONS 

The  department  deposits  all  collections  to  the  federal  and  private 
grant  clearance  account  as  "uncleared  collections."  Uncleared  collec- 
tions totaled  $603,000  at  year  end,  June  30,  1975  as  reported  on  the 
department's  balance  sheet  on  page  50.   The  individual  amounts  included 
in  this  year  end  total  are  to  be  distributed  as  revenue  to  the  proper 
funds  subsequent  to  June  30,  1975. 

4.  SCHOOL  REVENUE 

The  department  deposited  $731,895  to  various  school  funds  during 
fiscal  year  1974-75.   This  money  consisted  of  income  received  from  the 
state  forest  land,  which  the  department  administers.   None  of  this 
revenue  is  reported  in  the  statement  of  revenue  compared  to  revenue 
estimates  or  statement  of  changes  in  fund  balances  since  it  was  col- 
lected in  an  agency  capacity.   This  revenue  is  summarized  as  follows: 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  REVENUE  COLLECTED  FOR  OTHER  AGENCIES 

Fiscal  Year  Ended  June  30,  1975 

Amount 
Collected  for  Department  of  Lands 

Montana  State  University  Permanent  Trust 

and  Legacy  Account  $  58,329 

Morrill  Permanent  Trust  and  Legacy  Account  128 

School  for  Deaf  and  Blind  Permanent  Trust 

and  Legacy  Account  12,807 

Pine  Hills  School  Permanent  Trust  and 

Legacy  Account  3,186 

Western  Montana  College  Permanent  Trust 

and  Legacy  Account  1,929 

Montana  College  of  Mineral  Science  and  Technology 

Permanent  Trust  and  Legacy  Account  6,090 

Common  School  Permanent  Trust  and  Legacy  Account         633,598 

716,067 

Collected  for  School  Funds 

Montana  State  University  Interest  and  Income  Account  8,826 

School  for  Deaf  and  Blind  Interest  and  Income  Account  1,897 

Pine  Hills  School  Interest  and  Income  Account  3,029 

Western  Montana  College  Interest  and  Income  Account  786 

University  of  Montana  Interest  and  Income  Account  521 

Eastern  Montana  College  Interest  and  Income  Account  769 

15,828 

Total  $731,895 

5.    CONTINGENT  LIABILITIES 

Mildenburger  v.  Department  of  Natural  Resources  and  Conservation 

A  damage  suit  for  $64,000  has  been  filed  due  to  alleged  department 
failure  to  repair  a  canal  of  the  Daly  Ditch  system.   The  department 
plans  to  contest  the  action  vigorously  but  the  probable  outcome  is 
unknown. 

Cheyenne  Indians,  Crow  Indians  and  U.S.  Government  v.  Department  of 
Natural  Resources  and  Conservation  and  several  thousand  other  defendants 

This  is  a  suit  over  water  rights  in  the  Tongue  and  Bighorn  River 
drainages.   If  the  suit  goes  to  trial,  required  studies  are  expected  to 
cost  the  department  in  excess  of  $250,000. 
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6.    SUBSEQUENT  EVENT 

Sorensin  v.  Department  of  Natural  Resources  and  Conservation 

A  jury  awarded  the  plaintiff  $330,000;  one-half  of  the  award  will 

be  paid  by  the  U.S.  Soil  Conservation  Service,  one-half  will  be  paid  by 

the  state. 
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Morris  L.  Brusett 

Legislative  Auditor 

Capitol 

Helena,  Montana   59601 

Dear  Morris: 


AUG  2  71976 
viom:,.',;,a  legislative  auditor 


In  accordance  with  our  previous  discussions,  I  hereby 
submit  this  letter  and  comments  on  the  audit  of  the  Depart- 
ment of  Natural  Resources  and  Conservation  for  presentation 
to  the  Legislative  Audit  Committee. 

Although  in  some  cases  the  Department  disagrees  with  a 
specific  recommendation  or  statement  in  the  narrative,  there 
are  problems  identified  by  your  staff  that  need  to  be 
corrected,  and  I  appreciate  having  those  brought  to  my 
attention.   The  Committee  has  my  assurance  that  the  recom- 
mendations will  be  implemented  in  short  order  where  that  is 
possible. 

In  that  regard,  I  suggest  that  a  compliance  schedule  be 
worked  out  between  your  staff  and  this  Department,  enabling 
the  legislative  and  executive  branches  to  determine  if 
recommendations  are  being  implemented  in  a  timely  fashion. 

Second,  because  this  Department  is  involved  in  many  new 
programs,  a  number  of  procedures  are  adopted  without  a  great 
deal  of  precedent.   In  those  instances,  I  believe  that  an 
arrangement  whereby  discussions  with  your  staff  would 
eliminate  concerns  of  the  committee  before,  rather  than 
after  the  fact  would  be  most  beneficial. 

Finally,  while  a  fiscal  audit  is  of  obvious  value  to  an 
administrator,  more  attention  should  be  given  to  program 
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Morris  L.  Brusett 
August  26,  1976 
Page  Two 

audits.   It  appears  to  me  that  therein  lies  the  most  effective 
method  by  which  governmental  costs  can  be  reduced  and/or 
improvements  made  in  the  delivery  of  services.   As  stated  in 
previous  requests,  I  would  like  to  see  a  program  audit  of 
the  Department  initiated  in  the  near  future. 

I  thank  you  and  your  staff  for  the  courteous  considera- 
tion our  comments  were  accorded  in  previous  discussions  and 
for  the  efforts  required  to  complete  this  audit. 

Sincerely, 


!lRY    J.    J7ICKS,    DIRECTOR 
DEPARTMENT    OF    NATURAL    RESOURCES 
AND    COJQSERVATION 

GJW/bh 


-62- 


COMMENTS  ON  THE  LEGISLATIVE  AUDIT 
COMMITTEE'S  FINDINGS  AND  RECOMMENDATIONS 
Following  are  the  responses  of  the  Department  of  Natural  Resources  and 
Conservation  to  findings  and  recommendations  presented  in  the  "Report  on 
Examination  of  Financial  Statements:  Fiscal  Year  Ended  June  30,  1975." 

Revenue:  Grant  Clearance  Accounts  (Pages  6-12) 
RECOMMENDATION 

]fle  reoormmnd  that  the  deportment: 

1.  Deposit  directly  to  the  appropriate  account  all  identifiable 
revenue  received. 

2.  Seek  legislation  to  permit  the  deposit  of  fire  protection  revenue 
collected  by  county  treasurers  directly  to  the  earmarked  revenue 
fund. 

2.      Discontinue  extensive  copying  of  checks  received. 
4.      Determine   the  appropriate  disposition  of  the  unidentified  cash 
balance  in  the  forestry  clearance  account  and  the  shortage  in  the 
Helena  clearance  account;  if  the  proper  disposition  cannot  be 
determined  by  reviewing  prior  activity,   seek  legal  assistance 
as  to  the  proper  disposition  of  these  balances. 
RESPONSE 

1.  The  Department  agrees  that  all  money  which  is  readily  identifiable  should 
be  deposited  to  the  appropriate  account  upon  receipt.  At  present,  this  is 
being  done  with  money  received  at  the  Helena  office,  and  plans  for  doing 
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so  at  the  Missoula  office  are  being  discussed  with  Forestry  Division  personnel 

Money  that  is  not  readily  identifiable  is  and  will  be  deposited  to  the 

clearing  accounts,  in  accordance  with  Section  79-410,  R.C.M.  1947: 

When  the  final  disposition  of  expendable  federal  or  private 
moneys  is  unknown  at  the  time  of  receipt,  they  shall  be  deposited 
in  the  federal  and  private  grant  clearance  fund;  but  the  moneys 
to  be  used  for  the  operation  of  state  government  shall  be 
transferred  to  the  federal  and  private  revenue  fund  prior  to 
disbursement.  (Subsection  (5)) 

2.  The  Department  agrees  with  this  recommendation. 

3.  The  Department  is  in  the  process  of  evaluating  the  need  to  copy  checks 
received.  The  only  checks  being  copied  in  Helena  are  those  pertaining 
to  water  rights  filing  fees,  and  water  rights  personnel  have  indicated 
that  having  a  copy  of  the  check  is  very  helpful  in  maintaining  accurate 
records.  In  instances  other  than  water  rights  application  receipts, 

it  seems  feasible  to  discontinue  the  copying  of  all  checks  received. 

4.  At  this  time  the  Department  is  trying  to  determine  the  overage  and  the 
shortage  in  the  clearance  accounts.  Both  are  believed  to  be  bookkeeping 
errors,  but  the  recommended  action  will  be  taken  should  this  not  prove  to 
be  the  case. 

Revenue:  Revenue  Recognition  (Pages  12-14) 
RECOMMENDATION 

We  recommend  that  the  department: 

1.  Record  revenue  as  it  is  received  by  depositing  all  identifiable 
revenue  directly  to  the  appropriate  account. 

2.  Discontinue  making  non-budgeted  expenditures  from  the  federal  and 
private  grant  clearance  fund. 

3.  Minimize  the  balances  contained  in  the  federal  and  private  grant 
clearance  accounts  at  year-end. 
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We  vecommend  that  the  Department  of  Administration  incorporate  into  SBAS  processing 
an  edit  prohibiting  operating  eccpenditures  from  the  federal  and  private  grant 
clearance  fund. 
RESPONSE 

1.  The  Department  agrees  with  this  recommendation. 

2.  The  Department  believes  that  the  money  is  being  properly  deposited  and  recorded 
as  revenue  in  the  clearance  accounts.  The  expenditures  and  withdrawals  from 

the  clearance  accounts  are  "...  expendable  monies  received  from  federal  or  private 
sources,  including  trust  income,  which  the  state  disburses  to  persons,  associa- 
tions or  units  of  local  government  constituting  other  than  costs  of  operating 
the  State  government..."  (See  Montana  Administrative  Manual  05000  Accounting 
Entity  Description), 

In  the  opinion  of  the  Department,  these  non-budgeted  expenditures  are 
not  costs  of  operating  the  State  government  but  are  "passed  through"  to  others. 
For  instance,  the  payments  to  the  U.S.  Forest  Service  represent  its  share  of 
fire  protection  revenue  collected  by  county  treasurers  through  tax  assessments; 
they  are  not  payments  for  fire  protection  services  contracted  by  the  State. 
The  payments  to  the  counties  sre.   not  expenditures,  but  pass-through  grant 
money  for  establishing  and  operating  county  fire  protection  districts.  The 
loan  repayments  are  made  by  local  water  users'  associations,  not  the  state, 
and  are  not  a  valid  cost  of  operating  the  State  government. 

Because  the  amounts  disbursed  from  the  clearance  accounts  have  always 
been  included  in  budget  and  operational  plan  documents,  the  Governor's  office 
and  the  Legislature  are  aware  of  these  pass-through  monies. 

In  sunmary,  the  Department  feels  that  any  revenue  deposited  in  the 
clearance  accounts  was  deposited  to  the  appropriate  accounts.  The  Department 
also  feels  that  those  payments  made  from  the  clearance  accounts  are  authorized 
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disbursements  that  are  not  costs  of  operating  the  State  government. 

The  recommendation  concerning  edit  capability  will  be  referred  to  the 
Department  of  Administration. 
3.  The  Department  agrees  that,  whenever  it  is  possible  to  do  so,  the  clearance 
accounts  should  be  minimized  or  cleared. 

Revenue:  Internal  Control  Over  Revenue  (Pages  14-18) 
RECOMMENDATION 
We  reaommend  that  the  department: 

1.  Recopd  all  money  in  a  cash   log  at  the   time  it  is  received. 

2.  Reconcile   the  money  recorded  in  the  cash  log  to  the  money  deposited. 

3.  Separate  the  duties  of  recording  the  incoming  money  and  making  the 
entries  on  the  department's  records. 

4.  Restrictively  endorse  negotiable  instruments  at  the  time  of  initial 
receipt. 

5.  Deposit  monies  in  local  banks  as  prescribed  by  the  Montana  Administrative 
Manna  I. 

RESPONSE 

The  Department  agrees, and  the  above  five  recommendations  will  be  implemented 
as  soon  as  appropriate  procedures  are  discussed  and  evaluated  and  areas  of  respon- 
sibility assigned. 

Water  Projects:  Water  Resources  Division  Receivables  (Pages  18-21) 
RECOMMENDATION 

We  reaommend  that  the  department: 

I.      Record  notes  payable  and  notes  and  accounts  receivable  in  its  formal 
accounting  records. 
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2.  Reevaluate   the  feasibility  of  using  data  processing  to  hill  and  record 
accounts  and  notes  receivable. 

3.  Charge  interest  for  late  payments  on  water  contracts. 

RESPONSE 

1.  The  Department  agrees  to  implement  this  recommendation. 

2.  During  the  time  of  the  1970  audit,  the  Department  was  in  the  process  of 
developing  an  in-house  automated  billing  system.  That  effort  was  delayed 
because  of  the  suggestion  that  the  Department  of  Administration  design  a 
system.  The  latter  idea  was  subsequently  dropped  because  of  high  costs. 
The  Department  agrees  to  review  plans  for  the  automation  of  the  billing 
system. 

3.  The  legal  ability  to  charge  interest  is  to  insure  that  water  contract 
payments  are  made  and  should  not  be  looked  upon  as  a  potential  revenue  source 
of  any  consequence.  The  primary  concern  of  the  Department  should  be  to  collect 
repayment  of  the  State  debt  from  an  association,  letting  it  collect  delinquent 
accounts  from  its  own  water  users.  Our  current  system  of  collections  works 
well  in  most  cases. 

Lists  of  delinquent  accounts  are  not  prepared  on  a  regular  basis,  but 
are  compiled  when  a  particular  problem  arises.  Such  lists  assist  and  encourage 
an  association's  collections.  The  Department's  interest  is  in  keeping  each  of 
the  associations  on  a  viable  financial  basis.  If  the  cost  of  preparing  timely 
extra  billings  with  interest  charges  would  be  offset  by  the  benefits  of  in- 
creased and  earlier  collections,  then  it  is  agreed  that  such  assistance  should 
be  initiated. 
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Water  Projects:  Control  of  Water  (Pages  21-22) 
RECOMMENDATION 

We  veaovmend  that  the  Department   take  the  action  necessary  to  see   that  water 
user  associations'  payments  axe  hosed  on  accurate  measurements. 
RESPONSE 

The  complexity  and  accuracy  of  water  measurement  systems  on  State  projects 
vary  widely.  Some  measure  water  delivered  to  each  individual  contract  holder, 
while  others  maintain  records  on  storage  levels  in  reservoirs  and  diversions  at 
major  headgates  and  canals.  It  is  true  that,  if  improvements  were  made  in 
water  measurement,  better  water  management  with  less  water  delivery  problems 
would  be  achieved. 

Some  measurement  systems  have  been  upgraded  considerably  since  the  1970 
audit  report.  The  Department  agrees  to  continue  its  efforts  to  encourage  and 
assist  water  users  in  the  ongoing  improvement  of  their  water  measurement  systems. 
However,  it  is  not  the  Department's  position  that  water  released  to  each 
individual  contract  holder  need  be  monitored  at  this  time.  Because  installation 
of  a  typical  measuring  device  costs  about  $1,000,  such  a  requirement  would 
necessitate  the  expenditure  of  millions  of  dollars  to  monitor  water  from  State 
projects.  The  high  cost  of  installation,  operation,  and  maintenance  of  such 
systems  is  expected  to  exceed  the  benefits  derived. 

Water  Projects:  Indirect  and  Direct  Cost  Allocation  (Pages  22-24) 
RECOMMENDATION 

We  recommend  that  the  department  establish  appropriate  cost  rates,   apply  them 
to  water  contracts,   and  collect  reimbursement  for  indirect  as  well  as  direct 
costs   on  water  user  contracts. 
RESPONSE 

The  Department  is  of  the  opinion  that  the  costs  of  project  coordination, 
safety  inspections,  contract  administration,  and  financial  record  keeping  are 
costs  which  should  be  absorbed  by  the  entire  State  rather  than  the  individual 
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associations.  Since  the  Department  is  the  legal  title  holder  of  these  projects, 
it  is  performing  the  above-mentioned  services  to  protect  the  State's  interest 
and  ensure  against  liability.  The  policy  for  some  time  has  been  to  charge 
associations  operating  their  own  projects  for  construction  inspections,  engineering 
design  services,  and  any  construction  costs  advanced. 

The  Daly  Ditches  project  is  an  exception  because  only  this  project  is 
operated  directly  by  the  State,  and  indirect  costs  are  charged  in  all  Department 
activities  involving  Department  employees.  The  Department  believes  that 
charging  indirect  costs  is  justifiable  in  this  instance  because  of  the  considerable 
indirect  support  necessary  when  State  employees  are  directly  involved. 

Since  the  Legislature  has  consistently  appropriated  general  fund  monies  to 
cover  these  costs,  the  Department  would  like  legislative  consideration  of  the 
implications  for  water  users  should  this  approach  be  terminated.  If  the  Legislature 
determines  that  it  should,  immediate  corrective  action  will  be  taken. 

Personal  Services:  Payroll  Procedures  (Pages  25-27) 
RECOMMENDATION 
We  recommend  that   the  department: 

1.  Base  payroll  cost  distribution  upon  actual  hours. 

2.  Distribute  benefit  and  leave  costs  based  on  a  percentage  of  salaries 
expense. 

RESPONSE 

The  Department  agrees  and,  as  of  July  1,  1976,  is  in  compliance  with  the 
two  recommendations.  The  Department  does  not  agree  with  the  system  proposed 
in  the  narrative. 

The  new  program  structure  implemented  on  July  1  reduced  the  number  of  programs 
within  the  Department  from  13  to  6.  Employees'  times  are  charged  on  the  payroll 
to  level  1  of  each  program.  Then,  following  determination  of  actual  time  worked, 
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payroll   costs  are  distributed  to  the  proper  sub-programs.     This  allows  all 
personal   service  charges  to  be  distributed  to  the  proper  sub-program  on  the  basis 
of  actual   hours  worked. 

It  should  be  pointed  out  that  the  sub-program  structure  in  use  is  based  on 
the  Program  Planning  Budgeting  System  (PPBS)  of  cost  accounting  and  will  enable 
identifying  costs  with  a  program  goal  and  objective. 

Personal   Services:     Payroll    Internal   Control    (Page  27) 
RECOMMENDATION 

We  recommend  that  the  department  separate   the  payroll  preparation  from  warrant 

distribution  and  W-2  form  distribution  responsibilities. 

RESPONSE 

The  Department  agrees  with  and  will  implement  the  recommendation. 

Personal  Services:  Payments  to  Seasonal  Employees  (Page  28) 
RECOMMENDATION 
We  recommend  that  the  department: 

1.  Withhold  state  income  tax  from  pick-up  fire  fighters'  wages  or  seek  an 
exemption  from  the  Department  of  Revenue  for  these  employees'  wages. 

2.  Seek  a  formal  determination  from  the  Social  Security  Administration  and 
the  Internal  Revenue  Service  as  to  the  department's  responsibility 

for  withholding  taxes  on  pick-up  fire  fighters'  wages. 
RESPONSE 

1.  The  Department  agrees  and  will  seek  an  exemption  from  the  Department  of  Revenue. 

2.  The  Department  agrees  and  will  seek  a  formal  determination  from  the  Social 
Security  Administration  and  the  Internal  Revenue  Service. 

It  should  be  noted  that  the  U.S.  Forest  Service  does  not  withhold 
taxes  or  social  security  from  pick-up  fire  fighters'  wages. 
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Personal   Services:     Personnel   Office  (Pages  29-30) 
RECOMMENDATION 

We  reaorrmend  that  the  department  require   the  personnel  officer  to: 

1.  Review  all  beginning  employment  forms^   screen  all  neu  employment^   and 
review  all  pay  rate  changes. 

2.  Maintain  complete  personnel  files. 
RESPONSE 

The  Department  agrees  with  the  recommendations.  Procedures  have  been 
established  to  implement  the  first  recommendation,  and  maintaining  the  personnel 
files  will  be  emphasized. 

Personal  Services:  Employee  Leave  (Pages  30-31) 
RECOMMENDATION 
We  recommend  that   the  department: 

1.  Record  sioTi  leave  according  to  the  requirements  of  the  Montana 
Administrative  Manual. 

2.  Adjust  employee   leave  records   to  reflect  correct  leave  balances. 
RESPONSE 

The  Department  agrees.  All  leave  records  have  been  corrected,  and  the 
Department  is  in  compliance  with  both  recommendations. 

Expenditures:  Portland  Law  Firm  (Pages  31-32) 
RECOMMENDATION 

We  recorrmend  that  the  department: 

1.  Execute  written  contracts  for  all  professional  service  agreements 
entered  into  by  the  department. 

2.  Require  sufficient  documentation  supporting  all  claim.s   to  provide 
assurance   that  actual  expenditures  have  been  made. 
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RESPONSE 

1.  The  Department  agrees,  and,  as  part  of  a  policy  established  in  1972,  the 
Department  has  routinely  required  written  agreements  in  the  employment  of 
outside  counsel,  consultants,  or  other  contractors. 

The  agreement  with  the  counsel  retained  for  the  Colstrip  3  and  4  proceedings 
did  not  expressly  state  that  consultants  could  be  hired  by  the  lawyers. 
However,  lawyers  with  the  permission  of  the  client  traditionally  have  that 
authority  in  the  formulation  and  presentation  of  arguments  in  such  legal 
proceedings.  Such  authority  was  discussed  with  the  retained  lawyers;  in 
some  instances,  written  agreements  were  required  between  the  consultants  and 
the  lawyers. 

In  the  future  the  extent  of  such  authority  will  be  expressly  defined 
in  written  contracts  with  retained  counsel.  In  addition,  the  Department  will 
attempt  to  specifically  list  all  expenses  which  will  be  paid. 

2.  Although  agreeing  with  the  recommendation,  the  Department  takes  exception  to 
the  general  statement  that  "...  the  department  did  not  require  sufficient 
documentation  for  certain  reimbursable  expenses"  and  notes  that  no  significant 
instance  of  inadequate  documentation  was  identified. 

The  written  agreement  with  the  Portland  attorneys  specifically  required 
documentation  of  expenses.  Such  documentation  was  supplied,  as  evidenced  by 
the  stacks  of  expense  vouchers  and  claims  in  the  Department's  files.  Hours 
worked  were  not  listed  on  "a  letterhead,"  but  were  enumerated  according  to 
lawyer  and  day  on  the  State  Vendor  Invoice  form.  Receipts  for  airplane 
fares  and  other  travel  expenses  were  required  and  supplied,  contrary  to  the 
statement  in  the  audit  report.  Telephone  charges  were  listed  on  the 
Vendor  Invoice  form.  Copies  of  the  telephone  bills  were  not  required,  since 
the  Portland  attorneys  felt  that  furnishing  copies  would  disclose  other, 
irrelevant  telephone  numbers,  thereby  disclosing  the  attorneys'  clients 

-72- 


and  violating  confidential  relationships. 

Expenditures:     Retained  Attorneys  (Pages  33-34) 
RECOMMENDATION 
Ve  recommend,  that  the  department: 

1.  Retain  outside   legal  counsel  only  to  obtain  specific  expertise  not 
available  in  the  department's  staff. 

2.  Develop  as  much  expertise  in  its   legal  staff  as  necessary   to  meet 
recurring  departmental  needs. 

RESPONSE 

The  Department  agrees  with  the  recommendations  and,  since  the  creation  of  the 
Department  in  1971,  has  been  attempting  to  develop  an  in-house  legal   staff 
with  the  necessary  expertise  to  handle  the  Department's  legal   affairs.     This 
is  being  accomplished,  and  the  Department's  legal   staff  is  now  handling  many 
matters  that  were  formally  handled  by  retained  attorneys. 

However,  it  must  be  pointed  out  that  it  is  extremely  difficult  to  attract 
and  retain  lawyers  with  the  requisite  expertise  and  experience  to  meet  all   legal 
needs  of  this  or  any  other  State  agency.     Because  attorneys  normally  realize 
greater  earnings  in  private  practice,  state  employment  in  many  instances  serves 
primarily  as  a  training  ground.     If  expert  in-house  legal   staffs  are  to  be  built, 
attorneys'  salaries  will   have  to  be  commensurate  with  that  expertise. 

Expenditures:     Contingent  Revolving  Accounts   (Pages  34-36) 
RECOMMENDATION 

(v'e  recommend  that  the  department: 

I.      Correct  the  cash  receipt  and  disbursement  internal  control  weaknesses 
described  above. 
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2.      Use  state  warrants  for  travel  advances  whenever  possible. 
2.      Reimburse  its  contingent  revolving  accounts  on  a  monthly  basis  or  when 
the  account  balance  is  not  sufficient  to  meet  current  needs. 
RESPONSE 

1.  Three  areas  are  addressed  in  the  discussion  section.  The  reply  to  each  is 
as  follows: 

A.  Reimbursement  to  the  contingent  revolving  account  will  be  made  only  by 
checks  made  payable  to  the  contingent  revolving  account  or  by  state 
warrant. 

B.  Endorsements  on  cancelled  checks  will  be  reviewed. 

C.  This  procedure  will  be  corrected  and  assigned  to  various  individuals 
within  the  Centralized  Services  Division. 

2.  Using  state  warrants  for  travel  advances  may  have  certain  advantages. 
However,  the  Department  does  not  believe  that  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  offers  greater  safeguards  than  use  of  the  contingent 
revolving  fund,  if  proper  accounting  methods  are  employed.  In  addition, 
drawing  a  state  warrant  for  each  travel  advance  is  costly  and  probably  would 
result  in  a  greater  cost  to  the  State  than  does  use  of  the  contingent  revolving 
system. 

3.  Management  Memo  69-2  states  that  the  contingent  revolving  fund  should  be 
reimbursed  monthly.  The  Department  interprets  this  to  mean  that  the  account 
should  be  reimbursed  once  each  month  at  a  minimum,  which  does  not  preclude 
reimbursement  at  more  frequent  intervals.  The  procedure  proposed  in  the 
audit  report  would  be  more  complex  and  time-consuming  than  the  current 
procedure. 
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Expenditures:     Vicinity  Travel    (Pages  36-37) 
RECOMMENDATION 

We  reaommend  that  the  department  administer  travel  regulations  in  accordance 
with  the  Montana  Administrative  Manual. 
RESPONSE 

The  Department  concurs  with  this  recommendation. 

With  the  receipt  of  Montana  Administrative  Manual  Section  1-1012,  the 
problem  of  vicinity  travel  has  been  resolved  and  uniform  procedures  established 
within  the  Department. 

Expenditures:  Travel  Purchase  Order  Books  (Pages  37-38) 
RECOMMENDATION 

We  recommend  that  the  department  recall  all  travel  purchase  order  books ^ 
maintain  physical  control  of  the  books  in  one   location  and  provide  tickets  as 
needed  for  all  divisions  of  the  department. 
RESPONSE 

The  Department  and  the  Oil  and  Gas  Conservation  Division  concur  with  this 
recommendation. 

Purchase  order  books  are  being  recalled  from  that  Division  and  will  be 
controlled  within  the  Centralized  Services  Division  in  the  future. 

Expenditures:  Postage  Meter  (Page  38) 
RECOMMENDATION 

We  recommend  that  the  department  properly  secure  its  postage  meter  when  it  is 
not  in  use. 
RESPONSE 

The  Department  agrees  with  the  recommendation. 
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Responsibility  for  the  postage  meter  has  been  assigned  to  one  employee 
who  is  knowledgeable  in  proper  safeguarding  procedures. 

Disaster-Qualified  Fires:     Agreement  Supplements  and  Expenditure  Support   (Pages  38-41 

RECOMMENDATION 

We  recorrmend  that  the  department  develop  a  system  for  obtaining  proper  support 

for  all  bills  which  are  subjeot   to  reirrbursement. 

RESPONSE 

The  Department  believes  that  the  current  system  does  require  proper  support 
before  bills  are  paid  and  that  the  bills  paid  are  a  proper  charge  against  the 
Department. 

However,  it  is  sometimes  difficult  to  identify  certain  bills  with  a 
particular  fire.  In  times  of  fire  emergency,  with  several  fires  burning  in  the 
same  district,  seasonal  personnel  may  pick  up  supplies  but  fail  to  properly 
document  field  invoices  as  to  the  particular  fire.  The  items  purchased  are 
unquestionably  a  legitimate  charge  to  the  Department  and  probably  to  a  particular 
fire,  but  documentation  is  not  always  available  to  enable  the  precise  assignment 
of  costs. 

The  procedure  has  been  to  include  such  costs  as  a  qualifying  expense, 
support  this  expense  with  the  best  documentation  available,  and  leave  the  final 
determination  as  to  whether  the  expense  is  allowed  to  the  federal  auditors. 

Disaster-Qualified  Fires:  National  Guard  Expenditures  (Pages  41-42) 
RECOMMENDATION 

We  recommend  that  the  National  Guard  accumulate  proper  dooumentaticn  for  all 
costs  claimed  as  reimbuj'sable. 
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RESPONSE 

This  recommendation  will  be  referred  to  the  National  Guard  for  its  consideration. 

Inventory  For  Sale  (Pages  42-43) 
RECOMMENDATION 

We  reaommend  that  the  department  deterrrn'-ne  the  cost  of  growing  trees  and  use 
this  cost  in  developing  a  sales  price  and  book  inventory  value  for  tree  inventory. 
RESPONSE 

Expenditures  for  the  nursery  are  recorded  through  SBAS  and  then  used  in 
determining  a  sale  price  and  the  value  of  the  current  tree  inventory.     The 
Department  agrees  and  believes  that  it  is  currently  in  compliance  with  this 
recommendation.     However,  more  complete  documentation  will  be  maintained  in  the 
future. 

Plant,  Property  and  Equipment  (Pages  43-45) 
RECOMMENDATION 

We  recommend  that  the  department: 

1.  Comply  with  the  provisions  of  Management  Memorandum  70-17  by: 

A.  Maintaining  curreyit  inventory  records,   on  the  cost  basis,   for  all 
fixed  assets  costing  $100  or  more;   and 

B.  Conducting  annual  physical  inventories ,   by  employees  independent 
of  the  physical  control  and  record-keeping  functions. 

2.  Include  all  fixed  assets  in  the  inventory  records  and  their  value  in 
formal  accounting  records. 

2.      Include   the   location  of  inventory  items  in  the  records  and  require 
written  transfer  forms  for  adjusting  the  records. 


-77- 


RESPONSE 

The  Department  concurs.  All  of  the  recommendations  are  being  partially 
complied  with;  however,  much  must  be  done  for  full  implementation.  Because 
existing  personnel  are  occupied  with  pressing  responsibilities,  additional 
personnel  to  perform  these  functions  will  be  requested  during  the  next  session 
of  the  legislature. 

Plant,  Property  and  Equipment:  Forest  Nursery  Land  (Page  46) 
RECOMMENDATION 

Vie  reoommend  that  the  department  complete   the  title  transfer  for  the  state  forest 
tree  nursery   land  as  soon  as  possible. 
RESPONSE 

The  title  transfer  has  been  completed.  The  deed  was  signed  by  the  Local 
Executive  Board  of  the  University  of  Montana  on  April  9,  1976,  and  copies  have  been 
forwarded  to  the  Legislative  Auditor. 

Plant,  Property  and  Equipment:  State  Owned  Housing  (Pages  47-48) 
RECOMMENDATION 

We  recommend  that  the  department  review  the  need  for  providing  housing  to  nonstate 
and  department  employees  and  charge  rent  based  on  the  value  of  housing  provided. 
RESPONSE 

The  Department  believes  that  the  need  for  providing  housing  to  employees 
should  be  reviewed,  that  a  determination  should  be  made  on  charging  rent,  and 
that  a  formal  policy  should  be  adopted. 
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August  20,  1976 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   59601 


AUG  .]:{  '     -^ 

ivlOr^ LL.;iSLAliv'E  AUDITOR 


Dear  Mr.  Brusett: 

In  accordance  with  your  request,  this  is  the  Department  of 
Administration's  reply  to  the  recommendation  included  in  the  audit  of 
the  Department  of  Natural  Resources  and  Conservation. 

Page,   114   -   RECOMMEWCATIOW 

We  /Lzcommend  that  the.  VepaAtme.nt  oi  KdmlYiiAthRtion 
lncon.pofiate,  -into  SEAS  pfio ceding  an  edit  ph.o- 
kib-Uxng  opeJuxting  expe^ndiXuAe^  {i^om  tke.  ^edeAal 
and  pfiivate.  gfiant  cteanance  {^and. 

We  basically  agree  with  the  recommendation  and  will  investigate 
the  practicality  of  providing  computer  edits.   A  detailed  study  of  the 
Treasury  Fund  Structure  Act  is  being  conducted  by  staff  members  of  the  Office 
of  the  Legislative  Fiscal  Analyst,  Office  of  the  Legislative  Auditor, 
Office  of  the  Commissioner  of  Higher  Education,  the  Governor's  Office  of 
Budget  and  Program  Planning,  and  the  Department  of  Administration.  Pro- 
posed changes  in  the  Act  could  alter  the  approach  used  in  addressing  this 
specific  problem.   However,  the  basic  concept  of  budgetary  control  of 
governmental  operation  expenditures  will  be  incorporated  in  the  changes. 

Sincerely, 


/  /Jack  C.  Grosser 
[y     Director 


JCC:bc 
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STATE  ARSENAL  AREA  CODE  406 

Po  BOX  1157  DEPARTMENT  OF  MSUTARY  AFFAIRS  "^^'^^ 

STATE  OF  MONTANA 
^  Office  of  the  Adjutant  General 

HELENA.  MONTANA    59601 

DEADHEAD 

NG-AAG  17  August  1975 


Mr.  Morris  L.  Bruselt  •-  -  ■•^  ;■  , 

Legislative  Auditor  «   -  ._  ».y 

State  Capitol  r  i '  ''  i   i'~'~'" 

Helena,  MT  59601  ^^-iLi  1.  H  '  "^ 

..;.-:.  ';  JoLATIi/E  AUDITOR 

Dear  Sir: 

I  refer  to  your  letter  of  August  13,  1976  requesting  comments  re- 
garding reimbursed  National  Guard  expenditures  in  connection  with 
your  audit  of  the  Department  of  Natural  Resources. 

RECOMMENDATION 

We  recommend  that  the  National  Guard  accumulate  proper  documentation 
for  all  costs  claimed  as  reimbursable. 

REPLY 

This  office  agrees  with  the  recommendation.   Payrolls  prepared  for 
payment  of  National  Guardsmen  on  State  duty  are  computed  separately 
and  independently  by  two  military  pay  specialists.   Results  are  then 
compared  and  any  areas  of  disagreement  are  resolved.   There  have  been 
no  computation  errors  reported  to  this  office  as  a  result  of  this  sys- 
tem. 

To  provide  data  for  federal  reimbursement  under  the  agreement  signed 
by  the  Department  of  National  Resources,  it  was  necessary  to  extract 
information  from  these  payrolls  for  only  the  reimbursable  expenses. 
The  documents  prepared  for  this  purpose  were  not  double  checked  and 
some  errors  did  result.   Payments  previously  made  to  Guardsmen  were 
correct  and  were  not  affected  by  the  working  papers  prepared  for 
federal  reimbursement. 
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NG-AAG 

Mr.  Morris  L.  Bruselt 

All  future  documentation  prepared  for  reimbursement  purposes  will  be 
subject  to  two  separate  and  independent  computations  which  will  as- 
sure accuracy. 


Sincerely, 


.Jy>^ 


|OHN  J':  WOMACK 
The  Adjutant  General 
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